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JAPAN’S “NEW ECONOMIC STRUCTURE” 


H. T. OsHIMA 


Mass Western commentators have interpreted Japan's 
“New Economic Structure” as a scheme imposed on the great, 
monopolistically organized business combines (The Zaibatsu) 
against their wishes by “extremist” army leaders. It is frequently 
asserted that under it, business has been “regimented” and _ its 
economic power taken away by a hostile militarist government. 

Such an interpretation of the “New Economic Structure” might 
perhaps have been valid if the plan formulated by the Cabinet 
Planning Board under Naoki Hoshino in September 1940 had 
gone into effect. But before the Hoshino plan was made known to 
the public, seven leading economic organizations, among them the 
powerful Japan Economic Federation (composed of cartel leaders), 
denying capital 


se 


denounced it as “‘communistic” and accused it of 
voice in management.” Hastily, Hiranuma and the leaders of the 
army registered their opposition to the plan, which they declared 
“wrecked the old structure.”' The defeat of the Hoshino plan was 
accompanied by a purge of anti-business elements in the Govern- 
ment. Hoshino was forced out as head of the Cabinet Planning 
Board and other officials connected with the plan ousted.” 

After putting the Hoshino plan aside, the Cabinet took up the 
various schemes submitted by business organizations and, on 
December 7, 1940, approved a “New Economic Structure” plan, 
which became an Imperial Ordinance in August 1941. As finally 
promulgated, the ““New Economic Structure” was largely a com- 
promise between the plans submitted by the Japan Economic 


‘Long before the Hoshino plan, business circles under Seihin Ikeda of 
Mitsui were drawing up plans for the “reorganization of the economic 
system.” The Hoshino plan was never made public and, hence, it is impossi- 
ble to say what its details were. The London Economist thought it set up a 
system of “public corporations.” , 

*C. Randau and L. Zugsmith, The Setting Sun of Japan, New York, 1942, 

71, speak of 435 arrests made in the Planning Board alone. The ousting of 
bureaucrats was made possible by changing the civil service laws in January 
1941. The change accomplished what business wanted: easy removal of 
officals and opening of civil service positions to civilians as opposed to career 
diplomats. . 


« 261 » 


Pacific Affairs 


Federation and the Japan Chamber of Commerce and Industry.’ 
The Federation's plan called for the setting up of a series of indus 


trial, foreign trade, commercial and financial control associations, 


regulating production, distribution and consumption. As) 

organ was to head all these associations and membership was + 
be compulsory for all firms. In the plan of the Chamber of Com- 
merce, the supreme controlling organ was to be the Chamber wit! 
its branches serving as the prefectural and municipal bodies; thy 


president of the supreme body was to be appointed by the Premier 
} 


or the appropriate minister. All matters were to be decide: 
the president rather than by majority vote. Commerce Minister 
Ichizo Kobayashi, a life-long Mitsui employee, took the Federa- 
tion’s plan of cartel control and combined it with the Chamber's 
method of selecting officials. Such being the origin of the finall 
announced “New Economic Structure,” business circles, in contrast 
to their hostile reception of the Hoshino plan, were demanding its 
“speedy realization” and criticizing the Government's “dilly-dally- 
ing” and “amazing slowness of action” just prior to the attack on 
Pearl Harbor.* As the London Economist (July 12, 1941) com- 
mented, ‘“The scheme, when it emerged, was so emasculated that 
public corporations which had been planned were now nothin 
but private cartels under another name.” 


hws ‘New Economic Structure” law provides for the estab- 
lishment of all-inclusive cartels or control associations, as they are 
called, in specified lines of industry. Plans call for their formation 
in the following industries: iron and steel, coal, chemical, Portland 
cement, machine tools, non-ferrous metals, foreign trade, foodstuff, 
medicine, shipping, ship-building, textiles, and land transportation. 
Eventually, they will be established in the rest of Japan’s industries. 
In each of these a single control association is set up, controlling 
all the firms, semi-official companies, syndicates, councils, trade 


not 


associations, and cartels in the industry. Small enterprises are not 


8For details of the Japan Economic Federation plan, see Trans-Pacif 
Weekly, Tokyo, September 19, 1940, p. 23. For details of Japan Chamber 
of Commerce and Industry plan, see ibid., October 31, 1940, p. 20. 

‘This is not to say that all business circles were unanimous in demanding 
the establishment of the new structure. In general, small and medium firms 


opposed it. 
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Japan's New Economic Structure 


eligible for membership in the control association, though subject 
5 


+o the latter's control. They become eligible by merging into larger 
units A supreme central organ, including all these control associa- 
tions, will be established only when the necessity arises. 
The control associations are given tremendous powers over the 
industry concerned. These powers are vested in its president, who 
alone has the authority to make all the decisions of the association 
and is responsible only to the Minister of Commerce and Industry. 
He is empowered to appoint or dismiss officials of the association 
and, with the permission of the Minister, the directors of a member 
company or organization. The business of the association in regard 
to materials, funds and labor required for production equipment 
must be operated under the guidance and direction of the presi- 
dent. Products of the industry concerned are not permitted to be 
sold without his consent. “It is not too much to say, therefore, 
that the destinies of the member organizations are entirely in the 
hands of the president of the association.”® 

Specifically, the president of the control association has the 
power, after the total production quota for the industry is decided, 
to make allotments to each member producer of the association. 
Bearing full responsibility to the state for the necessary production, 
he has the power to “decide the means of production and direct 
the enterprises for ensuring the required output.’® If efficiency 
demands, he has the power to compel amalgamation of firms. His 
control over the sale of product extends to quality inspection; he 
is empowered to “standardize and condition the products. “iy 
It is not clear what the exact limits of these powers of the presi- 
dent are, but such designations of the latter as “leader” or “fuehrer”’ 
are not inappropriate. Sakonji, Commerce Minister in the third 
Konoye Cabinet, declared: “For instance, the head of the steel 
association will have the power of a steel minister and of the coal 
association, a coal minister, and so the selection of leaders is a 
vital question.’”® 

The leaders are selected by a committee of industrialists appointed 


‘Oriental Economist, September 1941, p. 459-460. 

‘Tokyo Gazette, February 1941, p. 314-315. 

‘Contemporary Japan, February 1941, p. 180-188. Not to be left unmen- 
tioned is the control over labor. The Patriotic Labor Leagues (the all-in- 
clusive worker-employer company unions) are placed under the supervision 
of these control associations. 

"Osaka Mainichi and Tokyo Nichi Nichi, (English), October 9, 1941. 
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by the Government. Only in cases where the committee cany 


agree, can an individual from outside the industry be selected ;,; 
the presidency. The nominated president is subject to the fing 


approval of the Commerce Ministry. What happened in acty Ship 
practice was that the presidents of the leading cartels assumed : est ; 
analogous positions in the newly-formed associations. This is to | \its 
expected for the control associations grew directly out 

existing “peak” cartels. A brief sketch of the control associat 

formed in the period preceding the attack on Pearl Har! 

bear out the statement of the London Economist that t! 

“nothing but private cartels under another name.” 

The first one to be established was the Iron and Steel Contro/ for g 
Association, which represented, with but a slight transformation erm 
the Iron and Steel Manufacturers’ Federation. The president of pens 
the latter organization, Hachisaburo Hirao, for forty years ma: oie 
aging director of the Mitsubishi subsidiary, Tokyo Marine a event 
Fire Insurance Company, became the president of the control catio 
association. Several departments were set up: general affairs Shos 
labor, distribution, techniques, sales, etc., with a managing director drew 
at the head of each. 527) 

In mining, the Federation of Coal Mine Owners’ Associatior pani¢ 
was dissolved to emerge as the Coal Control Association, wit! panie 
the president of the first becoming the president of the second Whe 
The “coal fuehrer,” Kenjiro Matsumoto, is also president of the woul 
Japan Mining Association and the Nippon Coal Company, which main 
was originally intended to be the all-inclusive monopoly firm, and visiol 
a Mitsui Trust Company director. Besides the president, there saver 
are five directors, who act as managing directors of the following cours 
departments: production, materials, distribution, superintendence the / 
and technique. But the organization of the Coal Control Associa- vesse 
tion differs from the Iron and Steel one in having branch or su! desig 
ordinate control for the different districts.® Pl 
comy 


ate ¢} 


®The heads of these subordinate control associations again indicat 
private cartels merely changed their names and became themselves the sub- 
control associations. 
Hokkaido Coal Control Ass. president K. Hayashi 
(president of Hokkaido Sekitan Dokokai) 
Sendai Coal Control Ass. president S. Koga 
(president of Japan Mining Association) 
Tokyo District Coal Control Ass. president S. Koga (above) 
Yamaguchi Coal Control Ass. president G. Kajimoto 
(president of Ube Mining Association) 
Northern Kyushu Coal Control Ass. president H. Yamamoto 
(president of Sekitan Gojo-Kai) 
Western Kyushu Coal Control Ass. president T. Nakano 
(president of Western Coal Ass.) 
Ibid., September 23, 1941. 
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In the case of shipping, the Central Shipping Federation was 
changed into the Central Marine Transportation Control Associa- 
tion in November 1940. This was expanded into the present 
Shipping Control Association. Noboru Ohtani, president of the 
frst and for many years the president of the Nippon Yusen Kaisha, 
Mitsubishi’s subsidiary and the largest shipping company, became 
the shipping “leader.” The Association is organized into four 
hureaus: general affairs, transportation, shipping and seamen, the 
last-named including the Nippon Patriotic Seamen’s League, the 
all-embracing organ of workers and employers. 

The Ordinance setting up the shipping control association called 
for government requisition and operation of all ships on the Gov- 
ernment’s account and risk, the shipping companies to be com- 
pensated by the Government for any sinkings. At first there was 
some opposition to the plan by the shipping companies, but later 
events confirmed the wisdom of Shozo Murata, who as Communi- 
cation and Railway Minister and former president of the Osaka 
Shosen Kaisha of Sumitomo, second largest shipping concern, 
drew up the plan. As the Oriental Economist (October 1941, p. 
527) foresaw “this does not mean restriction of the shipping com- 
panies’ profits. In fact the earning position of the shipping com- 
panies will ultimately be stabilized by these arrangements for risks. 
When the international situation becomes increasingly grave, it 
would be extremely difficult for private shipping companies to 
maintain their services in areas of war dangers. .. .” The pro- 
vision compensating the companies for sinkings has obviously 
saved them from huge losses due to the many ships sunk in the 
course of the war. And while nominally the Government, through 
the Association, operates the ships, “. . . actual operation of these 
vessels, however, will be entrusted to steamship companies to be 
designated by the Communications Minister.’’?° 

Plans for the ship-building industry control association were not 
completed in 1941 but they were said to be along the lines of the 
shipping industry. The most likely candidate for president was 
reported to be Koshiro Shiba, head of the Ship-building Associa- 
tion of Japan and the Mitsubishi Heavy Industries. 

In warehousing, which is a major industry in Japan, the leading 
cartel, Nippon Warehouse Association, was designated as the con- 


“Contemporary Japan, October 1941, p. 1251. 
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‘ I 
trol association, with Shinzo Mihashi, head of Mitsubishi \Va; ae 
house Company and Nippon Warehouse Association, as president 
But the control association had not commenced operation ; 
time of Pearl Harbor. 

Plans for the foreign trade control associations were coy 
pleted and announced in September 1941. Under the name of +h, 
Nippon Trade Association, it was to comprise three departments 
the East Asia Department, embracing all trade with Manchuky 
and China; the South Seas Department, taking in all trade wit! 
the Netherland East Indies, Burma, Malaya, Philippines, Frene 
Indo-China, etc.; and the Third Power Department, including : 
countries not within the East Asia Co-prosperity Sphere. The {ol 
lowing existing organs were to form the nucleus of the control 
association: the Nippon Trade Promotion Company for the asso- 
ciation as a whole; the South Seas Trade Association for the South 
Seas Department; and the Federation of Nippon-East Asia Ex- 
porters’ and Importers’ Associations for the East Asia Department 
“Ginjiro Fujihara, former Commerce Minister and Saburo Nang 
president of the Nippon Trade Promotion Company, are at present 
mentioned as strong candidates for the president and vice-president 
of the projected association, respectively.’* (Fujihara is the noted 
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Trade with Taiwan is to be similarly monopolized in the hand 


are pri 
region: 

11In the following industries, plans for the new associations were still bein the di: 
held up in the summer of 1941. 

In the light metal industry, the inability of industrialists to agr 
a common plan forced the postponement of a comprehensive control 
ciation. The aluminum and magnesium companies refused to con: f 
the Nippon Metal Mining Federation, which was to become the contro! 
association. Temporarily it was agreed that the Teikoku Light Metal ( 
Company was to exercise control over aluminum and magnesium industries 
while the Federation was to control copper, tin, lead, zinc, and antimon 
industrial associations. 

The opposition of the Agricultural Ministry to having the fertilizer indus 
try included held up the establishment of the Chemical Industry Control teed a 
Association. In the cement industry, plans were still being worked out JM the adv: 
by the Planning Board, Nippon Portland Cement Industrialists’ Association in the | 
and the Cement Cooperative Sales Association. Preliminary plans for the power ; 
machine tools industry call for a subordinate control association for eac B tion, car 
of the different branches of the ‘industry. MTt is 

In textiles, “it (the Japan Cotton Spinners’ Association, the peak cart come fri 
will ask the authorities to offer their good offices for the early materializa Masatsu 
tion of the Textile Control Association.” occupyin 
Osaka Mainichi and Tokyo Nichi Nichi, July 30, 1941. and cher 

127bid. September 20, 1941. gible. S 
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an all-inclusive organ like the Nippon Trade Association. A like 
role for the handling of the Chosen trade, is envisaged for the 
Chosen East Asia Trade Company which has recently been given 
additional powers. 

In the electric power industry, instead of a control association, 
the “New Structure” took the form of the semi-official Japan Elec- 
tric Power Generation and Transmission Company, which in 1939 
‘ook over all major new water and steam power equipment (existing 
water-power equipment excepted) and all the main transmission 
systems. Jiro Masuda, president of several power companies, in- 
duding one of the largest, Daido, became president. Since 1939, 
other private generation companies have voluntarily entered the 
Nippatsu (as the company is called in Japan) system. This to- 
gether with the power it exercises through the ownership of all 
major transmission lines and the control it has over existing 
water-power plant enables the Nippatsu to exercise unified control 
over all generation and transmission of electric power in Japan.** 

In the distribution of electric power, plans were completed in 
September 1941, by the Minister of Communication, Shozo Murata 
(former president of Sumitomo’s Osaka Shosen Kaisha)** for 
the establishment of nine monopoly distribution companies, which 
are privately owned. Under the plan, Japan was divided into nine 
regional blocs each with a monopoly company which absorbed all 
the distribution firms in the region with minor exceptions. The 
companies were to go into operation by April 1942, after which the 
juridical-persons tax on them were to be decreased for a period of 


“Though State regulation is rigid, the Nippatsu scheme is a far cry from 
“nationalization” and “the rin of investors.” Old bond holders are guar- 
anteed repayment of principal and interest while stockholders are guaran- 
teed a six percent dividend by the State. Probably the scheme works to 
| the advantage of the giant concerns, which have become deeply involved 
in the heavy and chemical industries —the largest consumers of electric 
power; for the Nippatsu, with subsidies and advantages from rationaliza- 
F ton, can supply electricity at lower prices than previously. 

“It is interesting to note that this scheme for low-priced power should 
come from a Cabinet strongly dominated by Sumitomo. Besides Murata, 
Masatsune Ogura, ex-director general of Sumitomo, was in the Cabinet, 
occupying the Finance Ministry. Sumitomo is chiefly concerned with heavy 
and chemical industries while its investment in the power industry is negli- 

gible. See Japan Manchoukuo Year Book, 1940, p. 1140-1142. 
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ten years. Their presidents in each case come from t! 
power company in the district.’® 

In industries not considered to be major or key industri: 
is little that is new about the “New Economic Structure.” 7 
“peak” associations are left alone, though legally they come 
the control of the Government. Even here, whenever they 
adequately control membership, the cartels and associations 


into state power and come out clothed as official organs suc} 


control companies, sales companies, adjustment associations, 
trol councils, etc., armed with powers to coerce recalcitrant mem- 
bers.*® 

It should be remembered that every industry in Japan 
organized into some form of a cartel or “‘peak” association befor 
1941. With few exceptions all of them have central headqu: -ppoit 
supplemented by local and prefectural organs with a centralize! MM posda 
“pyramidal” structure.'** The exceptions are industries like paper 
beer brewing and hemp where the concentration of control is suc! 
that companies are few in number. 

In banking, although the plan for the “New Structure” _— 
announced on July 11, 1941, by the Finance Ministry, the National ort 


1 


becam 


the es 


ve . > ° . . ° ‘ 7ed 
15With the exception of the Kansai Power Distributor Company, \ ized b 


the industrialists could not agree and selected the Mayor of Osaka as formes 
compromise. Osaka Manicht and Tokyo Nicht Nichi, August 9, Septembe: 
9, 23, 1941. In regions where one company holds a dominant position 
solves and forms the nucleus of the monopoly distribution company, as in ¢! 
case of the Tokyo Electric Company, which is under the control of Mits station 
16Examples are: Nippon Woolen Textile Industries Federation, which Hi munic 
petitioned the Government for more power and came out as Nipy 
Woolen Textile Adjustment Industrialists’ Association; the C 
Staple Fiber Manufacturers’ Association being unable to control distributior rhe 
adequately formed the Nippon Special Permit Textile Company wit 
capitalization of five million yen the better to control distribution and | 
Japan Silk-Reelers’ Federation organized the Japan Silk Control C 
16a An example is the canning industry. In 1931, salmon canners formed 
the Japanese Salmon Canners’ Association; the crab canners formed thr 
separate associations and in 1924, formed the Federation of Japanese | 
Crab Packers’ and Exporters’ Associations; the sardine canners 
formed the Sardines and Pilchards Canners’ Association; in the same 
the tuna canners formed the Tuna Packers Association of Japan; and t 
shellfish canners in 1931 formed the Shellfish Packers’ Association of ] 
All five formed in 1939, the Fedération of Export Canned Marine P: 
Canners’ Association. This federation formed with other top federations 
in the farm products canning, can manufacturing and other related 
the “peak”, Canned Foods Association of Japan (Nippon Kanzume Kyoka! 
East Asia Economic Intelligence Series No. 5, p. 21-27, published by ! 
Japan Economic Federation. 
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rinancial Control Association, as the new organization is called, 
ae not established at the time of the Pearl Harbor attack. The 
«ociation was to be formed out of the National Financial Council, 
he leading association in finance." Prefectural branches were in- 
Jaded in the plan. The Bank of Japan was to be given the central 
sole in the money market, with its governor probably serving as the 
oresident of the control association. Though the Bank of Japan is 
, semi-official body, it is under private domination. This is evident 
among other things by the fact that the present head is Toyotaro 
Yuki, ex-managing director (banto) of Yasuda. As Finance Min- 
ster in the Hayashi Cabinet, he appointed Seihin Ikeda, ex- Mitsui 
banto, as governor of the Bank of Japan; while the latter when he 
became Finance Minister in the Konoye Cabinet of 1938, in turn, 
ppointed Yuki to the head of the Bank. Also, Yuki selected Shingo 
Tsuda of Mitsui’s Kanegafuchi as the managing director. Before 
the establishment of the “New Economic Structure,” 
relephone, telegraph, broadcasting, and air transportation industries 


the railway, 


vere already brought under a unified system of state control. 
National railways were nationalized in 1907, leaving local railways 
in private hands. International wireless telegraphy was monopo- 
lized by the International Telecommunications Company which was 
formed from the merger in 1937 of the Japan Wireless Company 
and the International Wireless Company. The Broadcasting Cor- 
poration of Japan was created from the amalgamation of all radio 
stations in 1934, A semi-official organ, it is managed by the Com- 


complete control over all air transportation. 

The exact details of the economic structure Japan is trying to 
“Included in the National Financial Council’s membership are such 
powerful bodies as the Bank of Japan, National Provincial Bank Association, 
National Savings Bank Association, Trust Company Association, Security 
Underwriters’ Association, Bill Brokers’ Association, Central Cooperative 
Bank, National Associate Financing Association, Ordinary Bank Association 
and Special Bank Association. How powerful some of these organizations 
are can be seen from the members of the last two bodies. The Ordinary Bank 
Association includes the following banks: Dai-ichi, Mitsui, Mitsubishi, Dai- 
Hyaku, Sanwa, Sumitomo, Nomura, Tokai, Yasuda, and Kobe; while the 
special Bank Association includes the Yokohama Specie Bank, Industrial 
vank of Japan, Hypothec Bank of Japan, Chosen Bank, Taiwan Bank, 
lokkaido Bank, Agricultural and Industrial Bank Association, Industrial 
ank of Chosen, Central Bank of Commerce and Industrial Association, 
J ples’ Treasury, Pension Treasury, and National Rehabilitation Treasury. 

¢ Financial Council also has 9 key cabinet department heads as advisers. 
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establish in the recently conquered areas are difficult to objta; 
But from the “New Economic Structure” laws, one can fore, 
the rough outlines it will take. It would appear that the all-compre. 
hensive control associations are to be entrusted with the deyelos. 


ment of the natural resources and manage the division of “sp, ils 


among the leading corporations. Trade will be completely monopo. 
lized by the Nippon Trade Association which will appoint more 


il 


or less exclusive importers and exporters, just as it did in the case 
of French Indo-China. The Iron and Steel Control Associatio; 
will handle the conquered iron and steel resources, apportioning 
them to different private companies who will do the actual devyel- 
oping. The same procedure will be followed by the rest of the 
control associations. The Japanese firms going into the new 
trading firms in the eastern part and 18 in the southern part 
French Indo-China did. 

A recent dispatch from Melbourne, Australia, states that “the 
Japanese military authorities are transferring the large industries 
of the Netherlands Indies to Japanese private enterprise. . . 
This is, of course, in keeping with the spirit and letter of the “New 


conquered areas will band together into associations, just as 24 


Economic Structure” law, which declares that “enterprises shal! 
be privately owned and administered as a principle. Government 
owned or operated enterprises shall be permitted only in specified 
cases.” 

What will be the objective of these control associations in these 
occupied areas? Will it be to foster ‘‘an international common life 
of mutual benefit, profit, existence and prosperity,’ as Yosuke 
Matsuoka once declared? Masatsune Ogura, Finance Minister in 
Konoye’s third cabinet gives the following answer : 

The Greater East Asia Co-prosperity Sphere abounds in manpower 
China alone has a population of some 400 million, who are thrifty and 
industrious. It would be absurd not to utilize this bountiful man-power 
If we combine our superior technical skill, capital and brains, with the 
bountiful supply of Chinese man-power no country on earth can com- 
pete with us on the world market... . 

Nippon can specialize in heavy industries and China in light indus 
tries to advantage. The products of these two countries can supply not 
only the co-prosperity sphere but all the world as well... . 
~ WNew York Times, June 16, 1942. | 

19Monthly Circular, Mitsubishi Economic Research Bureau, January 1%! 
p. 24-25. 
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The Greater East Asia Co-prosperity Sphere affords an ideal market 
‘our manufactured goods. Hundreds of millions of East Asiatics are 
ur potential customers.” 
Economic control of the Greater East Asia Co-prosperity Sphere 
to rest in Japan, the supplier of capital and management. Since 


the objective of the Japanese control associations in the conquered 


reas is to operate them as colonies, the question, who is to “bene- 
fit, prosper, and profit,” is easily answered. 


om “New Structure” is not merely for the duration of the 
war, Commerce Minister Sakonji in a speech before Kansai 
industrialists made this point clear : 

he goal of economic mobilization from now on will have to be a 
permanent one which does not stop merely with the tiding over of the 
wartime situation but goes further to include the situation after the 
war... .. It is necessary to strengthen absolutely the feeling among 
the people that the present mobilization program is not a temporary 
nieasure to tide over the emergency.” 

The following are some of the “permanent’’ characteristics of 
the “New Structure.” 

|. The most outstanding feature is the dominance of the syndi- 
cate, cartel, and association in the picture of the Japanese economy. 
Except for the giant, monopolistic concerns (invariably Zaibatsu 
concerns), business enterprises increasingly are being pushed out 
i the economic picture. 

But more important, these private cartels and associations are 
increasingly clothed with political power and are rapidly becoming 
national policy organs. Almost invariably, the all-powerful official 


} control associations are private cartels with the identical presi- 


lents. The state interferes only when the industry fails to produce 
the required output. Otherwise, it is to “operate autonomously at 
the initiative and with the responsibility of managers to achieve the 
highest degree of productivity.’’*? 

What does this control by private cartels mean? As could be 
“Osaka Mainichi (English), August 3, 1941;in a series of articles entitled: 
How to Fight Economic War” by M. Ogura. As an afterthought, Ogura 
lavors an “open door” policy since nobody else will be able to compete 
against Japan, who will have “geographical proximity, cultural similarity, 
and the technical skill 

“TIbid., October 9, 1941. 

“Monthly Circular, op. cit., January 1941, p. 24-25. 
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of the important cartels. Also as previously shown, the presiden; 
of the control association come from Zaibatsu companies. Thus. ; 
location of power in the “New Economic Structure’ rests, as 
old, in Zaibatsu hands; only it is more firmly and tightly held 
This is due to: 

2. Adoption of the “leader principle” by which decisions are 
made instead of by majority vote. Not only is this principle held 
valid for industries with control associations, but in the others a! 
the Commerce Department is pushing it as the only n 
procedure. The “leader principle” together with compulsory 
bership in trade associations completes the system of controls, 

3. Commerce Ministers from Ichizo Kobayashi on (Toyoda 
Sakonji and Kishi) have all stressed the “‘focalization’” policy. |; 
contrast to the previous pre-1941 quota system, in which ray 
materials were distributed to firms in proportion to their output, 
“focalization” concentrates production in superior or low 
plants. Most of those industries which are not operating full capa 
ity have adopted this policy. The cartels define what are su 
plants, and quotas are given only to companies so designated. Fo 
example, the Fertilizer Manufacturers’ Association defines supe: 
plants as: 

The plants should have combining machines, storage facilities for ray 
materials, and products, loading and unloading facilities and analyzing 
(inspection) equipment. They should moreover, either produce one or 
more kinds of inorganic fertilizers in their own mills or be able to obtain 
it from adjoining mills.*° 

It is plain that such a plan squeezes the small firms out and the 
only recourse is to amalgamate with larger ones. 

4. Japanese leaders like to talk about Japan’s “immutable” policy 
but if there is any such thing, it is the policy of amalgamation 
pushed by all Commerce Ministers. This is not entirely a recent, 
wartime phenomenon but the continuation of a trend which started 
sarly in the history of Japanese capitalism. The tendency was 
especially evident in the late twenties and early thirties. In the pas 


months, with the increasing stringencies and exigencies of a wa! 


economy, there has been an acceleration of this trend. This is made 


*3See Fortune, September 1936; also, Robert A. Brady and William H 
Taylor, “Policy Concentration in Japan Under the Kokutai Principle,” 
Pacific Affairs, March 1941. 

Osaka Mainichi and Tokyo Nichi Nichi, (English) July 11, 1941 
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Jear in an investigation by the Industrial Bank of Japan which 
-evealed the following figures: 
No. of Am't of capital 
mergers involved (in yen) 
Ist. half of 1940 1,802,353,000 
ati 2,093,143,000 
3,024,770,000 


The Bank gives as reasons for the increase: 

1. The Government has advised companies in financial difficulties 
to carry out merger. 

2. With the kaleidoscopic change in the world situation many com- 
panies were obliged to effect amalgamation due to the difficulty 
in obtaining raw materials. 

3. From the viewpoint of enterprise rationalization financial organs 
have advised industrial companies to effect mergers.”° 

The Finance Office reported that the number of commercial 

inks was reduced from 288 in August 1940, to 221 in August 
1941, and trust companies from 28 to 21 within the same period, 


with the operation of the merger plans.*® 

In the latter half of 1941, there was no sign of the merger 
movement slackening. Some examples of ones already carried 
h in the second half of 1941 are: the merging of 9 leading 


throy 
lrougi 


packing firms into one; 27 machine tool firms forming the Nisshin 
Machine Industry Company; 6 canning companies forming the 
Toyo Can Manufacturing Company; 960 glass firms reduced to 
‘), Similar mergers were being pushed in the electric power in- 
It should be 


lustry, shipping, iron, foreign trade and others. 
ticed that in all the above, firms forming control companies and 
syndicates are not considered mergers. 

5. These mergers are usually carried out ‘according to plans” 
-plans of rationalization. For almost every industry, the Com- 
merce Office, after many conferences with the associations con- 
cerned, has worked out blueprints, usually for the “blocs.” In 
the oil industry, for example, companies are to be merged into five 


“Tbid., July 26, 1941. 

The size of the movement can be appreciated when concrete cases are 
taken, Mr. S. Tsuda, president of the Cotton Spinners’ Association reported 
that 77 cotton spinning companies were either amalgamated or converted 
into blocs, leaving only 14 spinning companies; 37 woolen companies were 
reduced to 8 while similar steps were taken in regard to rayon, silk, and 
ther textiles. See Oriental Economist, August 1941, p. 423. 

“Osaka Mainichi and Tokyo Nichi Nichi, September 3, 1941. 
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blocs: the Nippon Oil Company to absorb the Aikoku, thus for. 
ing one bloc; the Hayama Oil Company to absorb Niizu Ova; 
and Asahi Oil Companies to form another; Maruzen Oil Com. 
pany to absorb Toho, Toyo, Kyushu, and Taiyo Oil Companie; 
to form a third; Mitsubishi Oil Company to absorb others to for; 
municipal transportation, the Government has already put jn: 
operation plans to unify transportation companies in each city 


in each was to be completed at the end of September 1941, ; 
cording to the Woolen Yarn Wholesalers’ Association. The \ 
tional Federation of Cotton Goods Dealers’ Association is merging 
dealers whose transactions did not exceed 2 million yen in the firs 
half of 1938 into corporations, which will mean that 4,500 mem 
bers of the Federation must be merged into 250. 

The rationalization is not confined to firms but extend to syndi- 
cates, control companies and associations. For example, in October 
1941, the Commerce Ministry announced mergers and dissolu- 
tions involving more than forty associations engaged in foreign 
trade. Armed with coercive power, the control associations are 
speeding up the merger and rationalization movements.*' 

6. Hitherto, small business had strongly resisted this combined 
state-financier-cartel pressure toward amalgamation. Small an 
medium businesses, whose champions the militarists are supposed 
to be, according to some, have little or no place in this “New Eco- 
nomic Structure.” Whatever little independence they possessed 
prior to the coming of “army cabinets” has been wiped out by sev- 
eral factors, chief among which are: 

A. The Butsudo program (mobilization of commodities). It is a 
system of war rationing in which the state prohibits the manufacture 
of certain commodities not considered essential for the war effort 
the early months of 1939, a total of 11,502 firms were suspended or dis 


solved.” The large firms are not hurt as much as small ones by this 
f. Ror 


goods, i 


program as they can shift readily to production of other g 
example, in the cotton spinning industry, whose activities were almost 
completely stopped, large companies like Mitsui’s Kanegafuchi anc 


27For example, the Iron and Steel Control Association merged the Nippon 
Iron and Steel Control Company and the Nichiman Iron and Steel Sales 


Company. It also merged three large distribution companies into the ° 


Distribution Company. 
28Tsoshi Asahi, The Economic Strength of Japan, Tokyo, 1939, p. 135- 
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Toyo Spinning, Sumitomo’s Kurashiki Spinning, and Mitsubishi's 
Fuji Gas Spinning were able to change quickly to the production of 


munitions. 
B. The rise of syndicates and distribution associations and com- 


panies, which are found in every industry. These organs have replaced 
thousands of small merchants, traders, and middlemen by monopolizing 
the sale and distribution of virtually every important commodity. 

C. The compulsory membership of small and medium companies in 
industrial associations. These associations are rapidly being trans- 
formed into corporations, taking up one by one entrepreneurial func- 
tions. They issue stocks, which every member must purchase, and 
in many cases, voting is by the one share one vote method. Like cor- 
porations, they are chartered by the state, pay out dividends, maintain 
surpluses and reserves, and enjoy limited liabilities. Their functions 
such as carding, starching, dyeing, bleaching, calendering, finishing, 
packing and storage make them practically central plants with extensive 
fixed capital and large labor forces. 

D. The “focalization” policy, the merger movement and the rationali- 
zation schemes, mentioned above.” 

E. The pricing system under the “New Economic Structure.” 
Yohji Minobe declared that “prices of major commodities shall be fixed 
on the basis of medium production costs with proper profits included.”*° 
Generally speaking, the small and medium companies are the higher 
cost firms and will, therefore, be hit hardest under this price system. 

F. The decline in importance of the light industries and the rise of 
the heavy industries. In 1931, the value of output of the heavy indus- 
tries constituted only a little more than one-half (2.25 billion yen) 
the value of light industries; in 1941, it was twice (16 billion yen) 
that of the latter. Small and medium firms are predominant in the 
textile and pottery industries. The heavy industries which require large 
amounts of capital are not as suitable for small producers as the light 
industries. “If they survive, it is increasingly as “merely parts of 
larger commercial or financial concerns which provide them with re- 
sources and direct their activities. Thus the sma!l producer is often an 
independent and separate unit only in the sense that he and his as- 


“Toyoda, Commerce Minister in the second Konoye Cabinet, announced: 
“I am afraid it will become impossible to maintain them (small and medium- 
sized industries) in their present disorganized condition and that it will be 
necessary for them to be readjusted and unified on a rational basis as fast 
as possible.” New York Times, April 20, 1941. Every Commerce Minister, 
in turn, Godo, Fujihara, Kobayashi, Sakonji and Kishi, has said what 
amounts to the same thing. 

“Contemporary Japan, February 1941, p. 180-188. 
oat ai Otsuka, in the Kyoto University Economic Review, October 
1939, p. 21. 
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sistants do not work in their employer's factory and are not subject + 
his discipline.’’*? 

G. The exploitation of conquered regions through the establis! 

of large semi-official or national policy companies (owned partly by 
state and partly by private interests). These companies leave y 
room for the activities of the small enterprisers. Also the sy 
appointing more or less exclusive traders squeezes out the 


medium exporters and importers.** 
H. The establishment of the all-powerful associations. A firm wl 
output is below a specified quantity is excluded from full men 


in these control organs, which nevertheless exercise authority 
all firms in the industry. To become members, small firms must mer 
with large ones or form associations. In other ways, too, th 
firms are discriminated against by the control organs.** 

7. Superior techniques of production owned by a firm must by 
made available to the industry as a whole. The technique-pool 
scheme is purely a wartime measure; after the war, it is agr 
that the techniques shall revert to the exclusive use of the original 
technique-owning firm. Moreover, firms whose techniques are 
used by others are to be “duly rewarded” for the use of the patents 
Significantly, the syndicates, cartels, and control associat 
(which are controlled by the large concerns who possess the best 
techniques) determine the amount of the compensation.*® This is 
a far cry from confiscation. 

82Schumpeter, E. B. (Ed.) The Industrialisation of Japan and Manchut 
1930-1940, New York, 1940; Chapter on the “Heavy Industries” by 
Allen, p. 624. 

33In June 1941, the Trade Control Act was passed empowering the Gover 
ment to designate a firm or an association the exclusive exporter or 
of designated goods. It was first used in exporting to French Indo-China 
But there was such a wave of opposition from small traders that the Com- 
merce Office had to modify the system when applying it to imports trot 
French Indo-China. Under the modified plan, firms and organ 
designated to import certain commodities as in the previous plan 
individual traders were permitted to import under indent cont: 
by the cartel, South Seas Trade Association. 

The following examples are illustrative. In coal mining, compani 
less than 300,000 ton capacity must form provincial associations 
in number), which are then admitted to membership in the Coal 
Association. In shipping, a company must have transportation capa 
over 50,000 tons before it can be designated to operate its own ships 
than half the number of firms can meet this requirement.) The 
be absorbed by the larger firms. 

%>For example, in the aluminum industry, the Teikoku Aluminum Contr 
Company makes all decisions regarding the amount of remuneration, besides 
handling all other matters concerning the revelation of technique. 
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8. Huge subsidies, direct and indirect, are pumped into the 
system. Through the national-policy or semi-official companies 


and syndicates, subsidies in the form of tax exemptions, direct 
grants, guarantee of interest and principal payment, non-payment 
of dividends to government shares, etc., are passed out. But these 
are insignificant compared to the amount passed out by other 
methods : tax exemptions to new companies in wartime industries, 


ial 


grants to guilds and associations, compensation schemes in foreign 
trade and finance, tariff policies, technical schools, scientific re- 
search, and direct cash grants voted by the Diet. There is no doubt 
that under the “New Economic Structure,” subsidies have in- 
creased immensely over those of the past which were by no means 
inconsiderable.*® 

9, Subsidies would be unnecessary if the entire system were not 
based upon profits. The “New Structure” laws declare: 


Speculative and monopolistic profits are considered harmful to the 
maintenance of order in the national economy and will be prevented. 
Fair and just profits shall be admitted and enterprises contributing 
towards an increase in national production will be allowed specially 
large profits.*? 

Yohji Minobe, in charge of the administration of the ‘New 
Economic Structure” laws, demonstrates that profits, as of old, is 
the pivot of the ‘““New Economic Structure.” He declares: 


A planned economy does not deny profits, for the co-ordinated eco- 
nomic plan on which this planned economy is based includes a plan for 
the expansion of munition production, which can be effected on the 

“The Japan Fertilizer Co. can be taken as typical of how semi-official 
companies act as agencies through which subsidies are passed out. In its 
capacity as monopoly purchaser, seller and importer of all fertilizers, it 
buys ammonium sulphate at 120.98 yen per metric ton from producers and 
sells it at 99.47 yen, thus taking a loss of 21.51 yen; it buys nitro-lime at 
New producers are given bigger subsidies. The company is capitalized at 
50) million yen, one-half supplied by the state and the other half by private 
interests. It has power to issue bonds up to five times its capital. No dividend 
is paid on the government stocks until 4 per cent is paid on private holdings. 
Osaka Mainichi and Tokyo Nichi Nichi, August 1, 1941. Other semi-official 
companies acting similarly are: Japan Riée Co., Fodder Distribution Co., 
Japan Coal Co., Japan Gold Mining Co., Japan Transport Co. and Kokusaku 
Pulp Co. 

"Monthly Circular, January 1941, p. 24. 

Legislation seeking to prevent speculative and monopolistic profits is 
mn thing new in Japanese industry. Take, for example, the Major Industries 
Control Law of 1931. 
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strength of profits from production. The negation of profits would frys. 
trate the expansion of production together with the augmentation 
of national wealth. All efforts and services for enhancing efficiency 
and improving technique will be duly rewarded, as laid down by Cabj. 
net decision which provides that prices of major commodities shall be 
fixed on the basis of medium production costs with proper profits jn 
cluded. Thus the greater the efforts made to reduce production costs 
the larger will be the profits. 


Otherwise, this planned economy like the “liberalistic economy, 
cannot function properly. Not only “fair, just, and proper profits” 
but even “specially large profits’ are permitted to firms which ex- 
pand production of war goods. 

A term such as “monopolistic profits” is likely to depend upon 
the enforcer or administrator of the law as to its precise meaning 
In a country like Japan, where cabinet ministers for economic posts 
are frequently selected from Zaibatsu firms or from economic or- 
ganizations such as the Chamber of Commerce and Industry,” in- 
terpretation of the term harmful to monopolistic concerns is too 
much to expect. It is significant that not a single Minister of 
Finance, Commerce, or Communications, can even remotely be 
classified as an “anti-Zaibatsu” man during all the “army” cabinets 

The medium-production-costs plus profits system of pricing ap- 
plies mainly to goods in the heavy and chemical industries. Here 
the Zaibatsu companies, with ample funds supplied by their banks 
and with the advantages of integration, are certainly not the high 
cost firms. In the mining, smelting, engineering, shipbuilding 
and synthetic industries, the Zaibatsu firms with their superior 
techniques and engineers are easily the low cost firms. Therefore, 
the price policy of the “New Structure” means large profits to the 
Zaibatsu. 

There is no law for the limitation of profits. The corpo 
capital control law restricts the distribution of dividends, not the 


tion 
ration 


38Contemporary Japan, February 1941, pp. 180-188. 

39Some of these Commerce Ministers (speaking only of the period after 
1937) were, former president of Japan Chamber of Commerce and Industr) 
Takuo Godo; former president of the Federation of Japanese Industrialists 
and Mitsui’s Oiji Paper Company, ‘Ginjiro Fujihara; former president of 
many Mitsui subsidiaries, Ichizo Kobayashi. In the Finance Ministry there 
were Yuki, Ikeda, Ogura, ex-managing directors respectively of Yasuda 
Mitsui, and Sumitomo (only Mitsubishi’s banto is not represented here 
however, Mitsubishi is represented by the Navy Ministers, the best example 
being Toyoda. 
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making of profits. As revised in August 1941, this law established 
a flat limit of 8 per cent (applying to paid-up capital plus various 
reserves) on all dividends except those approved by the Govern- 
ment. Even on the limitation of dividend distribution, there are 
serious flaws. During the first year of the operation of the law, 
the Government, pursuing a policy of not “upsetting business with 
sudden changes” gave its approval rather freely to applications of 
firms desiring to pay over 8 per cent. Out of 10,827 such applica- 
tions, only 747 were rejected. The only stipulation made to such 
approval was that these firms should reduce their dividends by 
2 per cent each year from the former year’s rate. 

Asa result of all these factors the huge Zaibatsu have been grow- 
ing even larger at a tremendous pace. The Japan-Manchukuo 
Yearbook’s (1940 issue, p. 1140; 1941 issue, p. 1134) statistics 
show that within one year from June 1939 to June 1940, the esti- 
mated worth of companies controlled by the Zaibatsu jumped from 
1,857 million yen to 2,368 million yen for Mitsui; 1,745 million 
yen to 2,050 million yen for Mitsubishi; 1,712 million yen to 2,390 
for Mangyo (formerly Nissan) ; 624 million yen to 1,330 for Sumi- 
tomo; 484 million yen to 540 for Yasuda. 

The “New Economic Structure,” then, is the logical development 
of the trend of Japanese industry since the first World War. No 
doubt, the conditions of total war have accelerated the whole 
process. The cartelization of the economy is completed with the 
establishment of the ‘New Structure.” The need for greater coer- 
cive power is fulfilled with the cartel heads becoming “‘steel fuehr- 
er,” “coal fuehrer” etc.*° There is a speeding up of the merger and 
rationalization movement not to speak of the “reorganization” of 
small and medium businesses. The problem of the “outsiders” who 
disturbed cartelized firms so much in the middle thirties is solved. 
Finally, with its leaders becoming cabinet ministers and control 
association “fuehrers,” the Zaibatsu’s control of Japan’s cartelized 
economy is tremendously extended and strengthened. 


New York, July, 1942 


See for this need of greater control : 

Japanese Trade and Industry, Present and Future, Mitsubishi Economic 
Research Bureau, Tokyo, 1936, p. 129. 

Oriental Economist, July 1934, p. 14. 

Contemporary Japan, vol. 4, September 1935, p. 14. 
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WALTER Nas: 


Ta practical purpose of this article is to advocate the es. 
tablishment now of international and regional machinery design; 
to secure greater unity and coordination and a more vigor 
fensive both in the prosecution of the war and in the no less urger: 
and important task of preparing a working basis for postwar 
habilitation and reconstruction. We are making a fatal 
if we look upon these two purposes as separate and distinct, t 
pursued independently—first the one and then the other. 
should they be considered as essentially interdependent, as tw 
phases of the one objective, to be pursued together and with eq: 


mrct 


firm resolve. Because if we win the war with no plans but ar 


turn to normalcy, then we will assuredly be setting the stage fo; 
another war, perhaps within another generation. 

There are hundreds of subjects that will require investigat 
and innumerable problems for which we will have to find a solu 
tion if the pledges we have given are to be honored. To ment 
only a few there is the problem of wide disparities in living stand- 
ards both within and between the nations; the problem of ensur 
ing access, on equal terms, to the trade and raw material resources 
of the world; problems associated with the provision of adequat 
shipping and other transport facilities; with the overcoming 0 
racial prejudices and particularly of the idea held by many peoples 
of their inherent superiority over others; with the breaking dow: 
of migration barriers; with the question of miscegenation; pro! 
lems of territorial adjustments and the determination of national 
boundaries; of minority rights and freedom; of the control of 
colonial territories; of the regulation of international investments 
and investment policy. 

The solution of most of these and the other pressing problems 
with which the world is confronted today and will be confronted 
still more critically tomorrow is to be found in the answers to the 
following questions. 

(1) Can the resources of the world be so organized as to ensurt 
the availability to all peoples of those commodities and services 
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and that environment which will enable them to develop to the 
aaximum, physically, mentally and culturally ? 

2) Ifit is possible so to organize the world’s resources, are the 
peoples of the United States, Great Britain, Russia, China and the 
ther United Nations, determined that this tremendous job of 
rganization shall be honestly and courageously attempted ? 

3) If the answers to the two preceding questions are in the 


biective agreed upon? 


Ta objective is, in effect, the same objective that was so 
nagnificently stated 166 years ago in the American Declaration of 
Independence. It was stated then, as it has been affirmed since, 
in terms of ideals that are timeless—ideals of liberty, justice, equal- 
ty and the native rights of man. It fell to the lot of Abraham 
Lincoln, almost a century later, to restate these ideals and to give 
them added emphasis; nearly another century passed and again it 
tel to the President of the United States, this time President 
Roosevelt, to restate these eternal principles in terms of his challeng- 
ng declaration of the Four Freedoms, amplified and strengthened 
by the pledges of the Atlantic Charter. In this new century that 
we are now entering, it will be our common responsibility, the re- 
ponsibility of the governments and the peoples of all the United 
Nations, to see that these principles are given full effect to, both 
nationally and internationally, in our postwar world. 

The acceptance of a world policy of equal rights and opportunity 
anda frank recognition of the problems to which such acceptance 
leads are among the imperatives of present day life. Unless we 
make some progress in evolving this policy and solving these prob- 
lems within the next generation, war will visit us again. 

One very prevalent attitude as a result of which the progress of 
the world has been much retarded is the attitude shared by many 
individuals and many nations of inherent superiority over other 
individuals or other nations. By this idea of a “superior” people, 
ido not merely refer to the absurd excesses of Nazi and Japanese 
race doctrines and the attitudes these doctrines tend to breed. I 
refer also to that often unconscious superiority which in the past 
nas been typical, for example, of the attitude of most Western na- 
uons towards the peoples of Asia, of most white peoples towards 
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the colored races. One of the first essentials for victory and post: 
war reconstruction must be to get rid of this superiority complex, 

If there is one thing more certain than another at this period ip 
world history, it is the fact that unless we do rid ourselves of the 
idea that there exists, or can exist, an inherently superior person or 


superior nation or superior race, we will run into another conflict 


within a generation of the conclusion of the present one. 

If Western people, whether British, European or American, can- 
not accept any suggestion of other nations or races being in any 
respect inherently superior, neither can they expect these other 
nations or races to look upon the Western peoples as superior to 
themselves and to accept a secondary postion. 

There is something wrong with a world in which Asiatic nations 
counting their people by the hundred millions, have such low living 
standards that their progressive development either physically, 
mentally or culturally, is rendered almost impossible ; and yet from 
whose impoverished resources, material tribute is paid to other 
nations much more fortunately placed and with infinitely higher liy- 
ing standards. 

The same principle is involved and a similar injustice committed 
when individuals are compelled to work and to exist on low living 
standards, while any portion of the fruits of their labor benefits 
other individuals who, though able to work, live easy, comfortable 
lives without fear of poverty and lacking neither physical commodi- 
ties or personal services. 

If this war is a fight for the principles of elementary freedom, we 
cannot expect those individuals or nations who do the fighting and 
the working to be satisfied if they find that the freedom they have 
won is a freedom confined to a few fortunate people or to a few 
favored nations. 

In order to be sure that the freedom we win is a freedom in which 
all will share, we must reorientate the principles that give title to 
the world’s resources and raw materials, to the goods and services 
which are or can be made available to satisfy human needs. This, 
admittedly, will take much working out; but whatever difficulties 
it may present, the need for working it out, above all, the need for 
making a start now and not when the war has finished, is none the 
less essential. 

President Roosevelt’s declaration of the Four Freedoms, Vice 
President Wallace’s challenging assertion that this must be the cen- 
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tury of the common man, Under-Secretary of State Sumner Welles’ 
,firmations and proposals, these statements of policy and ob- 
jectives, backed up by the eight principles of the Atlantic Charter, 
are excellent. But so far they are only words. 

If we want the world of the future to be free of war (and freedom 


wil] not and cannot come through the dominance of any one nation 


for group of nations), we must get on with the job of preparing for 


‘afree world now. 


How can living standards be raised the world over? How can 
we guarantee to the common people of the world, when the war has 
been won, the availability of more and better goods and services, 
greater security, greater leisure, greater opportunities for a fuller 
and freer life for one and all? How can we commence the job of 
lifting standards and adjusting living relations for the people of 
India, China, Africa, Latin America, of the impoverished nations 
of Europe, of submerged classes in the United States, in Britain, 
inevery country ? 

The problems are so vast that they appear insoluble. Yet to sur- 
vive, we must think out the steps. Here is one suggestion. 

On present evidence, it seems clear that neither the United 
States, Russia, China, the British Commonwealth, nor any other 
of the United Nations, can win the war on its own; but they can 
win it together. If only together they can win the war, why not 
get together now? Why not a World War Council and a World 
Military Council with representatives of Russia, China, the United 
States, the British Commonwealth and with provision for India to 
be represented if and when she lends her full support to the fight 
against Axis domination. Subsidiary to the World War Council, 
there might be representative regional Councils similar to the 
present Pacific War Council whose responsibility it would be to 
take charge of each theatre of war after the general over-all strategy 
had been determined by the World Council. 

The production, assignment and control of all munitions and 
equipment would, under the scheme envisaged, be left to a World 
Military Council whose responsibility would embrace all operational 
and tactical decisions. 

This procedure should result in (1) a World War Council to 
determine major policy; (2) a World Military Council to de- 
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termine tactics and operations in line with the general policy jai; 
down by the World War Council; (3) Regional War Cou sl 
composed of representatives of those nations vitally concerned jy 
each major theatre of war and functioning as the Pacific \, 
Council at present functions; (4) Production and Assignmer: 
Councils entirely subject to the direction of the World Militar 
Council, responsible for seeing to the production of munitions a 
equipment and their allocation to the various theatres of war, } 
accordance with strategic and operational requirements. | 

and equipment, once assigned and dispatched to a particular thear 
of war would, at that point, come under the control of the Militar 
Authorities in that theatre. 

These few ideas are intended only to indicate the kind of practi 
measures which the anti-Axis Allies can and should take, withoy 
delay, in the interests of a more complete and more effective unit 
in their fight for victory over the enemies of freedom. 

Tremendously urgent and essential though it is that our militar 
effort should be a completely unified effort in terms of strategy, 
production and operational controls, this plea for unity goes muc! 
further. It is a plea that the unity which is evolved painfully on 
the field of battle should be carried over with no interruption, bu 
if possible, strengthened and reinvigorated, into the era of peac 
This will demand on our part full and unfailing acceptance of ; 
positive no less than a negative purpose in the unity we seek, of 
tremendous constructive no less than a tremendous destructive 
effort, to which we must devote our collective mental, mora 
physical resources now and for many years to come. It will de- 
mand a readiness to work together in the task of elaborating 
common program for postwar reconstruction no less than i1 
task of evolving a common strategy for defeating the enemy. 

The linking up of all peoples who are fighting for freedom: 
therefore, be accompanied by the establishment of parallel machin- 
ery and procedures by which a positive progam can be mapped 
for carrying on a world at peace. To this end, I suggest the setting 
up now of a World Reconstruction and Development Council wit! 
subsidiary Councils organized on a regional basis. 

Briefly stated, the job of these Reconstruction and Developmert 
Councils would be to work out peace logistics, to readjust stock 
positions, deal with the problem of surpluses after the war, arrange 
for the continuance of a world lend-lease procedure that will enablé 


a 


116 
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lant, equipment and raw materials to be transferred to countries 
the need is greatest, and generally see that commodities and 


ore 


whet 
-oduction facilities are made available according to capacity to 


sroduce on the one hand, and relative need, on the other. 

Care will have to be exercised to ensure that the powers and 
authority vested in the World Reconstruction and Development 
Council and its subsidiary bodies do not conflict with or limit 
» any essential respect, the complete freedom of the War and 
Military Councils to take any action they consider necessary for 
the successful prosecution of the war. Subject to this important 
yalification, however, the principle should be accepted that the 
Reconstruction and Development Councils ought to possess the 
same authority and power in their particular sphere of responsibil- 
ity, as it is proposed to give the War Councils in the sphere of war 
activities. 

It is inevitable, of course, that while the war lasts, reconstruc- 
ion and developmental work will be confined, in the main, to 
preparation of plans and working out of procedures so that as soon 
as the time arrives the transition from war to peace can be effected 
smoothly and with a minimum of disturbance and distress. The 
job of assembling the necessary data, of finding a basis of common 
action, of formulating specific proposals—this, in itself is likely to 
tax the ingenuity of the wisest men and women. We cannot start 
too soon. 

The first step will be to determine our objective, which must 
be in full accord with the principles of the Four Freedoms and the 
Atlantic Charter. I suggest that this reconstruction and develop- 
ment objective should be: 

(1) To maximize production of what could reasonably be defined 
as essential commodities. (This might mean the provision of pro- 
ductive equipment in addition to consumable goods. ) 

2) To assign these essential commodities and equipment in the 
postwar period to those places where they will satisfy urgent 
physical needs and foster productive development. 

These assignments should be determined by the same rules as 
now govern the decisions of War Councils. In brief, they should 
go where they will give the best results—results, however, mea- 
sured not in terms of military strategic advantage but in terms of 
economic and social welfare. 

When the definite objectives have been determined and agreed 
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upon, it will be the responsibility of the regional Reconstruction and 
Development Councils to carry out these objectives, subject, of 
course, to the general direction and broad policy decisions of the 
World Council. 

To summarize the immediate steps required in or: 
may ultimately reach the objectives stated, there should be set y: 


l. 


,; 
ler that we 


the United States and the British Commonwealth, plus Indi: ff coml 
if she joins in the fight for freedom. This Council will de. 
termine the major policy and strategy of the war. 
. A World Military Council to control tactical and operational 
work in accord with policy and major strategy as determined 
by the World War Council, with Production and Assignmen: 
Councils acting under instructions of the Military Council 
. Councils similar to the Pacific War Council on which eac! 
country in any particular theatre of war would be represented 
and which would, under the authority of and subject to, the unity 
World War Council, take charge of each particular theatre fi enem 
. A Military Council for each theatre of war subject to thef has e 
World Military Council, with complete autonomy for the decad 
supreme commander in each particular theatre, for all tactical Bu 
and operational work. fighti 
. A World Reconstruction and Development Council chargedfii to re: 
with giving effect to measures that will contri 
(a) maximize production of essential commodities. the fu 
(b) ensure the assignment of materials, commodities andj in the 
equipment and technical assistance, to the countries {iM relaps 
where the need is greatest. united 
Subsidiary Regional Reconstruction and Development 
Councils representative of particular countries charged with 
giving effect to measures determined on by the World Re- 
construction and Development Council. 

Can we justifiably continue a system that compels millions 0! 
people to accept living standards under which neither their physical 
mental, or cultural lives can be lived to the full, especially whe 
our higher standards are dependent on those whose standards «! 
living are so much lower. 

We have a long way to go, but there is another war looming ut 
less we start our task now. 
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DIMENSIONS OF CHINA’S UNITY 


Hsu Yunc-YING 


i is not a mere matter of euphony that the world-wide 
combination against the Axis fascist aggressors bears the title of 
“The United Nations,” in which there are four leading powers: 
The “United” States of America, the “United’’ Kingdom, the 
“Union” of Socialist Soviet Republics and “united”’ China. Victory 


must be premised upon national no less than international unity. 


It is true that, unlike England, America and Russia, no word 
indicating unity is found in the official title of China; but it is 
equally true that the most outstanding feature with which China 
wishes to impress both her enemy and her friends has been her 
unity forged since the Japanese invasion. Both her friends and her 
enemy have been amazed by her unity, the decisive factor which 
has enabled her to put up a stubborn resistance for five years, after 
decades of internal strife and civil war. 

But how deep is this unity? How long will China keep on 
fighting in the face of the mounting difficulties for Allied supplies 
to reach the continental front in Asia? How much can China 
contribute to the Allied general offensive in the Pacific area in 
the future? And, a further question in the minds of those interested 
in the ultimate outcome of the war is, after victory, will China 
relapse into civil war again? Or will China march ahead as a 
united nation on the road of democracy, economic progress and 
world brotherhood ? 

These questions cannot be answered offhand or all at once. 
They depend upon the amount and direction of effort on the part 
of both China and her friends. They also depend upon how cor- 
rectly China’s historical heritage is understood and made to guide 
such effort. In this respect, recent studies in the social, economic 
and political history of China should be fully utilized and further 
expanded, The present investigation is but a small contribution in 
this direction—seeking to trace only some of the highlights of 
China’s nationalist development and to indicate some of its his- 
torical limitations. 

In order, however, to avoid an arbitrary definition of nationalism 
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or an involved discussion of its precise meaning, we may c 


iently take as a starting point a prevalent view as expressed 


a recent and scholarly publication on Chinese history. In 
Origin of Manchu Rule in China,’ this view holds that the () 
had no ideas of “national” unity until “the arrival of \Ve; 
merchants, industries, railways, gunboats and ideas upset g 
changed the usual course of events.” Then, in the words oj 
author: “. . . a national union had to be formed of the (Ch; 
society. With the revolution of 1911 a first attempt was made }; 
this direction. . .. With the necessity of transformation there ca: 
also the necessity of a new ideology ... Western ideas of demuoc 
racy and nationalism were used as propaganda by the revolutio; 
ists in their struggle against the Manchu dynasty. This int 
was rather sudden and without sound preparation 

“We find that certain modern, outspokenly foreign and | 
non-Chinese ideas were not only applied to the time oi 
lution, but that Chinese history became reinterpretated in t! 
of such new thought. In his San Min Chu I, Sun Yat-sen a 
ing ‘cosmopolitanism.’ . . .” 

“All these ideas were of course modern and did not fit into 
old Chinese world . . . Confucian state philosophy 
differentiate between nationalities or races.” 

The modern period of the arrival of Western merchants, indus 
tries, railways, gunboats and ideas may be taken as having begu 
about a century ago, popularly demarked by the Opium Wars 
How true is the contention that Chinese ideas of a national union, 
of the difference between nationalities and races, of nationalist 
and democracy did not begin until this period? 

To answer this question, the following survey takes into con- 
sideration a few outstanding events and ideas of earlier per 
and compares them with modern Chinese nationalism as embodied 
in Dr. Sun Yat-sen’s platform and teachings. It will be sli 
that while there is no denying that nationalism finds its full devel 
opment only in an industrial age as contrasted with earlier times 
in which political cohesion was based upon personal allegiance 
to the lords and monarchs, it is also untenable that nationalis: 
should have been entirely imposed upon China from the outsid 


1Franz Michael, The Origin of Manchu Rule in China, Baltimore, 1%- 
pp. 7-9 (The italics are mine—Y. Y. Hsu.) 
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\; Western industrialism and its handmaid, nationalism, devel- 

sd out of the womb of Western feudal economy and polity, so 
he beginnings of Chinese nationalism can be traced far back into 
China’s past dynastic loyalties and feudal allegiance. 

if, as asserted, “Confucian philosophy” did not differentiate 
vetween nationalities and races, Confucius did pay high tribute to 
Kwan Chung, a statesman of his neighboring feudal state for his 

feguarding gf China against the barbarians.’ It is still a matter of 

troversy as to whether or not Confucius definitely had in mind 
hina as a nation or merely as a cultural expression. But there 
cannot be any doubt with regard to the comment of the great Con- 
iycian scholar of the Sung dynasty, Chu Hsi (1131-1200 A.D.) 
who spoke of Kwan Chung as having kept out the barbarians from 
And it is to be noted that Chu Hsi’s commentary on the 
Confucian classics was made the standard interpretation by the 
Mongol, the Ming and the Manchu dynasties (1279-1912 A.D.). 

The emphasis on “China” as a cultural rather than a national 
aitity has flown from the efforts of foreign dynasties in China, 
ever since the Southern and Northern Dynasties (317-581 A.D.), 
loth to suppress Chinese resistance and to reconcile the ruling race 
nd the conquered Chinese. The early Manchu rulers were particu- 
larly concerned about this. Ancient books were burned and their 
text mutilated, living scholars and their families, relatives and as- 
ciates were beheaded and sometimes sliced to pieces, corpses of 
dead scholars were dug out from graves and dismembered for 
references to the racial and national distinction between the Chinese 
and the Manchus.* These all happened before the arrival of West- 
en industries and gunboats. 

Indeed, it was the Manchu Emperor Yung-chéng (1723-1736 
A.D.) who traced the distinction between Chinese and foreigners 
to the South-North Dynasties when northern China was under 
foreign rule.* It may be noted that this consciousness was not 
confined to a small bureaucratic group around the Chinese ruling 


"Confucian Analects. Bk. XIV, Chapter 18. James Legge’s English trans- 
lation of The Four Books and notes. Commercial Press edition, pp. 202-203. 
; Lather Carrington Goodrich, The Literary Inquisition of Chien-lung, 
Baltimore, 1935. This is a comprehensive study of the literary inquisition of 
nien Lung as well as his predecessors. Bibliographically, it is a valuable 
guide for the study of Chinese nationalism, though the offending authors and 
writings are treated more from an anti- dynastic point of vicw. 

‘Pao Lai, Lit Liu-liang Nien-p’u (A Chronological Biography of Li 
uuu-liang). Shanghai, 1937, pp. 171-172. 
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house which was first driven to the Yangtze Valley from Ch; 


ancient political and cultural centers in Chung-Yiian or the Cen: 

Plain (northern China). According to China’s official history of 
Tsin dynasty (265-420 A.D.; East Tsin 317-420 A.D.) “60-70 «, 

cent of the ladies and gentlemen of the Central Provinces mig; 

to the eastern Yangtze Valley.” They brought with them thei; 


clans and peasant families. One such gentleman took with hi 
southward “several hundred households.’’® This ups 

whole districts of the lost territory could not possibly have | 
done without some degree of national and racial conscioys; 
among the general population. The scale of successive migrat 
during this era was so large that it must have contributed to the 
depopulation of northern China, making possible the redistril 

of land to the tribesmen and the remaining Chinese peasants by t 
northern rulers. 

On the other hand, the sudden increase of population 
Yangtze Valley necessitated the subdivision of the original ad: 
trative districts of the region for the settlement of whole count 
of the population from the north. Comparatively 
settled southern China received a tremendous impetus of d 
ment, both economically and culturally, and eventually the | 
Yangtze Valley became the richest and the most advanc 
of the country. This was achieved not without friction 
the native population and the immigrants from the north. The firs 
immigrant emperor, Ytan-ti of Tsin (317-323 A.D) was 
with active hostility by the native leaders.’ Four dynasties sue- 
ceeded his during a century and a half. Dynastic loyalties wer 
in the discard. One of the main factors that held the state toget! 
was, as rightly observed though derided by the Manchu empet 
the distinction between Chinese and foreigners. However muc! 
the southern natives and the northern immigrants might have d 
liked each other, this is undoubtedly the era in which the northe: 
and southern Chinese went through history’s grinding mill 
intensive national integration. 

At the same time, the barbarian conquerors in the north 
forced to accelerate the tempo of their own assimilation to 
Chinese in order to erase their identity as foreigners. This in tun 
~ 5Fang Chiao, et al., Tsin Shu (Book of the Tsin), cited in Chou kv- 
ch’éng, Chungkuo T’ungshih (A General History of China), Shanghai, | 
Vol. I, pp. 389, 392. 

6 Ibid., p. 390. 7Ibid., p. 388. 
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enriched Chinese national life and prepared the way for the flourish- 
ing era of the T’ang dynasty, in which nationalist and racial feeling 


on the part of the Chinese was somewhat submerged. However, 
the result of this assimilation and integration engendered a feeling 
of unique superiority in the new Chinese nation. The military 
reverses suffered under new foreign invasions in the Sung 
dynasty gave rise to a more intensive national consciousness which 
found expression in Chu Hsi’s new interpretation of Confucian 
history as well as philosophy. 

The opportunity for a real test of the scope of Chinese nation- 
alism before the presence of Western gunboats comes only after 
the Mongol conquest (1279-1368 A.D.), when China was for the 
first time completely subjugated to foreign rule. The development 
of a definite though rudimentary nationalist philosophy is to be 
found in the official pronouncements and actions of Chu Yuan- 
chang, or Emperor T’ai-Tsu, the founder of the Ming dynasty 
(1368-1644). Before the final overthrow of the Mongol dynasty, 
Chu addressed to a rival rebel leader the following letter : 

The best policy today ... is a joint campaign against the Yi-Ti 
(foreigners) and to pacify Chungkuo (Central State, or China) and 
the worst policy is to antagonize Chungkuo and leave the Yi-Ti alone. 
When you attack Chih-Chow (in central Anwhei Province, which was 
Chu Yiian-chang’s territory), I did not consider you as my enemy 
and therefore returned your men captured by me,.as it was my 
intention to form an alliance with you so that each of us may pacify 
his respective region and await the mandate of Heaven [as to which of 
us should rule China].* 

In his proclamation to the people of northern China after he 
had consolidated his power in central and southern China, Chu 
Yuan-chang first set forth the principle that never had Yi-Ti 
“stayed in Chungkuo to rule the world” until after the downfall 
of the Sung dynasty. Then the Yiian entered China. Though Chu 
attributed this not to the power of men but the will of Heaven, 
yet he stated that intelligent Chinese regarded it topsy-turvy and 
likened it to the changing of places of footwear and headgear. 
First he enumerated the crimes of the later Yiian emperors as the 
violation of all Chinese concepts ‘of ethics and law and order. 
Then he accused the Yiian ministers of tyranny and corruption 


*Ch’en Chien, et al., Huang Ming T’ung-chi (An Imperial History of 
Ming), Ming edition, Section (Chiian) II, p. 39. This work was proscribed 
by Emperor Ch’ien-lung but survived. 
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which had led to armed uprisings and brought death to the masses 
of Chungkuo and the scattering of the families of the survi 
He saw in these misdeeds and misfortunes of men the design of 
Heaven to enable the Chinese to end foreign rule. 

The document continued that this should be the time when 
among tens of millions of the Chinese people there must be a sage 
who would carry out the following: 

“To drive, chase [out], Mongol knaves” (Chi chu Hu-nu). 

“To recover China” (Hui fu Chung-Hua). 

“To establish a monarchial and patriarchal regime” (Li kan ch’en 
chi). 

“To relieve the people” (Chiu chi shih min). 

But, he lamented, twelve years had passed since the beginning 
of the general revolt, yet he had not heard of a leader who would 
bring security and peace to the people. He observed that there 
were several chieftains in the Yellow and Lé river valleys and in 
Shensi. These, however, were accused by him of having forgotten 
their Chinese origin and had taken up “the bestial names of the 
foreign knaves.” Moreover, they were warring among themselves 
and bringing calamity to the people. Therefore, he maintained that 
none of them could possibly deserve the overlordship of Hua-Hsia 
(China). 

Having thus eliminated his northern rivals chiefly by nationalist 
arguments, he set forth himself as the best qualified candidate for 
China’s emperorship. For, as he told the people of northern 
China, he had been a poor man whose ascendency was the result of 
a rising tide of popular support. He had now consolidated his 
rule throughout southern China, and was loath to see the chaos 
prevailing in the north. He dared not be content with his own 
safety in the south, and would like to dispatch his army to chase 
away the foreign knaves, rescue the people and re-establish a 
Chinese government. His intention being made clear, the northern 
people need not fear his army. Those who would accept him 
could find eternal safety in Chunghua. Those who rejected him 
were told to pack up and get out beyond the Great Wall. 


Here he reiterated his nationalist principle: “Heaven inevitably 
mandates a man of Chungkuo to protect the people of our Chung- 
kuo. How could Yi-Ti rule [them] !” 

He concluded by extending his generosity to the Mongols and 
the Sé-mu (foreigners other than the Mongols who were granted 
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a more privileged status than the Chinese). Although they did 
not belong to the clans and race of the Hua-Hsia (China), they 
would be granted equal status with the Chinese if they accepted 
the moral principles of the Chinese and the rule of the emperor.® 

How much Chu Yittan-chang and his advisors reinterpreted or 
distorted Chinese history and classical teachings in drawing up 
this proclamation is a rich and interesting subject to study, but one 
thing is certain: that this document was a popular political appeal 
which must have been based upon the popular sentiment of the 
time. This sentiment was essentially a nationalist one. It was not 
so much directed against a particular conqueror as the Mongol, 
nor simply against its misrule, which was even considered a 
heavenly design for China’s national resurgence. The sentiment 
was a positive one, a nationalist government with an economic 
policy of, for and by the Chinese. Because of this popular senti- 
ment, Chu Yuian-chang had to bid for the throne on the ground 
that in the first place he was a Chinese, and that secondly, he was 
the best, or rather the most, Chinese among all bidders. 

After becoming emperor, Chu Yuan-chang carried out a policy 
of intensive assimilation of the Mongols and Sé-mu aliens, such 
as the Arabs. The statutes of the Ming dynasty provided that 
the Mongols and Sé-mu might marry with the Chinese, but not 
with their own kind. The official notes on this provision explained 
that “it is difficult to eliminate at once the races brought in by the 
Hu-Yuian (Mongols) who are now scattered all over the land,” 
and that these provisions were made so that these “races may not 
multiply.”2° This represented a further step than the demands set 
forth in Chu’s proclamation. There the aliens remaining in China 
had only to submit to cultural assimilation ; here, they had to sacri- 
fice racial identity. 

The scholars of the Ming dynasty as a rule became strictly 
nationalist in their interpretation of the history and classics of 
China. Among the most hair-splitting theorists was Ch’iu Chin 
(1420-1495 A.D.), whose comments, demanding exacting loyalty 
to the Chinese nation under the Mongol regime, were frequently 
quoted in Wang Shih-chén’s (1526-1590) Kang Chien Hui 


* Ibid., Section III, pp 35-36. 

 Tovo Benko, P’u Shou-kén k’ao (A Biographical Study of P’u Shou- 
ken), translated into Chinese and supplemented by Ch’en Yii-ts’ing, Shang- 
hai, 1929, p. 218. 
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Ts'uan,* a chronological history of China. Basing upon Ch'jy 
Chiin’s principle of regime designation (which was in turn deriyed 
from what Ch’iu considered as the nationalist approach of Ch; 
Hsi), the chronology records the reigning years of the M 
rulers only in parenthesis capped with “black dots” to indicay 
an “era of chaos,’* of the reversal of the positions of Heaven and 
Earth, and of Yi-Ti (foreigner) becoming the overlord of Hug 
Hsia (China) which never happened before since the Heaven was 
separated from the Earth.” “Royal designations for the deat 
inauguration [of the Yuan rulers] are not used in order 
tinguish them from the legitimate emperors and kings of Chungky 
(China ).’’?* 


‘= emphasis placed on China not merely as a cultural 
but a racial, territorial and political entity as well, was bound 1 
undermine dynastic allegiance, with a corresponding extension of 
the concept of state to include active participation in its affairs by 
a greater number of people. This meant the beginnings of specific 
ideas of political democracy and economic policies which would 
appeal to the whole populace and arouse their enthusiasm to mai 
tain and defend the national union. The most systematic treatis 
along these lines was found in Ming Yi Tai Fang Lu,\* which was 
a proposed system of government written by Huang Tsung-hsi 
(1610-1695) in 1663, a few years after the Manchus had sup- 
pressed the last military resistance to them in continental China. 
In this work, Huang defined the legitimate role of the monarch 
as that of a servant of the people, instead of its master. The 
ministers and officials were to share service with the monarch; the 


11 Cf. Goodrich, of. ctt., p. 256. 

12 See following note. 

18 Yiian Liao-fan and Wang Féng-chou, Kang Chien Hé P’ien. Com- 
mercial Press edition, 1904, Section (Chiian) XXXIIX, p. 1. Wang Feng- 
chou was one of the numerous names of Wang Shih-chén. The title of the 
book is slightly different from that listed in Goodrich, supra, note 11. As this 
work was proscribed by the Manchus, mutilations are found in different 
editions published under their regime. The Commercial Press edition seems 
to be more complete than several others. It is interesting to note that the 
expression “chaos” (Hun-t’un) was changed in this edition to “pure bril- 
liance” (Chun ming), which was obviously a mutilation. 

14 Ti-chou Yi-chu Hui-k’an (Collected Works of Huang Tsung-hsi), Sao- 
yeh-shan-fang edition, Vol. 12. A popular summary of the treatise wil! 
appear in Mr. Lin Mé-shéng’s forth-coming Man and Ideas, An Informal 
History of Chinese Political Thought to be published by John Day, New York. 
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humiliation of their persons before the monarch must not continue. 
Laws safeguarding the perpetuation of the ruling house were con- 
‘emned and were to be replaced by those promoting the security 
and welfare of the people. The monarch should cease to rule arb 
trarily. His power must be delegated to a premier. The monarch, 


must attend 


1 
i 


) 
} 
} 
I 


wremier and high officials of the government 


ily sessions of the National University and | 
1 


Isten to tne 


lectures and “frank”’ criticisms of their policy and administration. 
These periodical lectures were to be delivered by the chancellor, 
ho was to be elected by the University scholars, who might 
number tens of thousands. The administration of governors and 
magistrates was to be subject to similar reviews and criticisms of 
the scholars in prefectural and county colleges, whose presidents 


were to have the right to “sound drums” and assemble the popu- 
lace. The examination system by which the scholars were selected 
was to be improved in such a way that citizens with definite quall- 
fications might pass without being subject to the literary whims or 
favoritism of the examiners. A part of the applicants for examina- 
tion was to be recommended by the elected prefectural and county 
college presidents. These proposals taken together amounted to a 
form of limited monarchy subjected to the control of the more or 
less self-perpetuating National University and local colleges. The 
plan was a quasi-democratic institutionalization of the political in- 
fluence acquired by the scholars during Sung and Ming dynasties. 

In the same treatise, Huang also advocated the revival of a 
system of feudatory states and the “Well Land System” of land 
distribution. As he saw it, the efforts to abolish the feudal states 
were chiefly due to the selfishness of the later monarchs who were 
jealous of the power of the provinces. The weakening of the pro- 
vinces, according to Huang, was the chief reason that both the 
royal house and the provinces perished before foreign invasion. 
The “Well Land System,” the actual existance and nature of 
which in ancient China has been disputed throughout the ages,’® 
was advocated by Huang though without insistence on any classi- 
cal details of the system. His plan amounted only to the distribu- 
tion of government and military land to the peasants and to limiting 
* Cf. Ch’ao-Ting Chi, Key Economic Arcas in Chinese History, London, 
1936, pp. 50-64. Also K. A. Wittfogel, The Foundations and Stages of Chinese 
Economic History, Zeitschrift fur Sozialforschung, IV, 1935, Paris, p. 42. 
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the land-tax to one-tenth of the produce. He considered jt poss 
for every household to possess fifty mon (about eight acres 
medium land without sacrificing the land of the rich fay)! 
according to the land and population census of 1578 (the Eich: 
Year of Wan-li).'® 

Huang’s plan for preserving the nation, by a system of |i; 
monarchy based upon a quasi-parliamentary assembly of schol 


a federation of feudatory regions and a land-owning 


paying peasantry, is echoed in the works of Lt Liu-liang 
83), a widely influential scholar whose family and posthun 
admirers were severely persecuted several decades after his deat 
His books were first allowed to stand but later burned and 
mention of his name and quotations from him were blotted 
from contemporary writings.'’ 

Unlike Huang Tsung-hsi, Lu Liu-liang wrote no systema 
treatise. He planted his ideas in his Confucian conmnentaries { 
Manchu state examinations, parading under the orthodoxy 
Chu Hsi. In these commentaries, Lii twisted and turned to n 
both Confucius and Chu Hsi nationalists who placed 
loyalty above feudal allegiance to the lord.'* Loyalty to 
was also important, according to Lt, but its importance did 1 
measure up to that of national patriotism or even filial piety. Thu 
Lt was able to avoid the suspicion of the authorities and reach t! 
mass of young scholars with more positive nationalist concepts 
than Huang. 

In his attempt to undermine dynastic loyalty further, Lu argue! 
that the question of right or wrong should not govern the relatio 
between father and son or even between brothers, but that the r 
lationship between lord and vassal, just as between friends, was 
matter of choice which was ‘exclusively a consideration of righ! 
and wrong.” When the right relation was ended, the lord ani 
the vassal might become enemies. Hence the importance of tht 
virtue of “respect” in governing such relationships. Thus, W« 
Wang respected his lord, the last king of the Shan dynasty (trad 
tionally, 1766-1122 B.C.) because he was loyal to him. But Wer 

16 Ti-chou Yichu etc., of. cit. Vol. 12, Min Yi Tai Fang Lu, p. 13. 

17Cf, Goodrich, op. cit., pp. 22-23, 84-85. Also, Pao Lai, op. cit 
158-187. 

18 See Lu Wan-ts'un Sien-sheng Ssu Chiang-yi (Master Li | 
liang’s Commentary on The Four Books), edited by Ch’en Tsung, Tien \ 
Lou edition, Section XVII, (on Confucian Analects, XIV), p. 7-9. 
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Wang’s son, Wu Wang, also practiced the virtue of respect by 
killing the king and putting an end to his dynasty because of his 


misrule. 
This led Lui to expound his theory of the equality between the 


monarch and his vassals. Both, not alone the king, were mandated 
by Heaven to serve the people. The later monarchs in Chinese 
history who put themselves up as uniquely superior beings were 
not really heavenly-mandated rulers. And the people were also 
descended from Heaven, according to Lu’s interpretation of ancient 
classics edited by Confucius.’® 

Like Huang Tsung-hsi, Li Liu-liang blamed the opposition to 
feudalism on selfishness. Thus he argues, “Suppose feudalism were 
not abolished, then the feudatory states, distributing over the land 
like stars studding the sky and chess pieces criss-crossing the 
board, would each defend its own territory. Even if they became 
uncontrollable and endangered the regime of the overlord, the 
situation may be likened at the worst to the loss of a precious bow 
by one citizen of Ts'u and its finding and possesston by another 
citizen of Ts’u. No government regime could exist forever any- 
way.”*° In other words, dynasties may come and go, but a system 
of feudal states would strengthen the defense and preserve the 
nation against foreign conquest. 

Both the “Well Land System” and a system of universities and 
colleges were also advocated by Lu. “To the question of how to 
enrich the people, the answer is to practice the Well Land System. 
How to educate the people? The promotion of schools.”*! If one 
bears in mind the tradition of the “schools” in Ming and Sung 
dynasties, when scholars considered it their sacred duty to face 
imprisonment and decapitation to remonstrate, in tens of thousands, 
with the emperor’s political misconduct, one would easily under- 
stand what Lu expected of the schools. The Well Land System 
was advocated to relieve the peasantry of the heavy burden of rent 
so that they would pay only a ten per cent tax as free holders. 
Thus, “Without the Well Land System, the reduction of taxes 
benefits only the rich,’ Lit asserted.?? 

That Lit Liu-liang and Huang Tsung-hsi agreed on the main 


‘Ibid, Section VI (on Confucian Analects, III), p. 9. 

* [bid., Section XX XI (on the Works of Mencius, II), a 

* Ibid., Section XVI (on Confucian Analects, XIII), p. 6. 

2 Ibid., Section XXXIV (on the Works of Mencius, V), p. 11. 
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lines of policy for the reconstruction of a nationalist China yas , cto ¢ 
accident. They met first in the autumn of 1660 and ' 
friends,** often visiting each other and sometimes staying t 
for over a year’s time.** Three years after their meeting, Hua: Ls lool 
? Ss was it 
finished writing his proposed system of government (Ming )’ Leardi 
Fang Lu). But the close contact between Huang and [ij Liu: 
neither the result of pure personal friendship nor confined to {] boulder 
selves as individuals. At the end of the Ming dynasty the were tO 
intelligentsia was extremely restive. Fraternal societies wer i cinles 
ganized, ostensibly for literary purposes, but were often devoted 1 -o 
to political activities.*° The “seeking of literary” or “ethical Mo even 
friends” became the byword for the rallying of political comrades [pe con 
in arms. Many of these groups later turned into anti-Manchy 
nuclei and as a result, literary organizations were banned | 
new dynasty.** Whereupon, informal “friendly” meetings such a; 
between Lit and Huang became a common substitute.*’ In 
their gatherings, there were many other “friends” who sometimes 
stayed together for months and then publish a few poems they com- 
posed** probably to camouflage their nationalist activities in idk 
logical discussions and perhaps even in practical political 
military plannings.*® The later estrangement of Huang and 
for unrevealed reasons®® was probably the outcome of increasing ampaigt 
differences over questions of nationalist program or strategy and QBhoniessio 
tactics. forged, W 
At any rate, Li Liu-liang was undoubtedly an_ influential 
nationalist propagandist and possibly a powerful underground 
organizer. The nationalist quasi-democratic and economic 
gram systematically embodied in Huang Tsung-hsi’s prop 
se 3 erae pprove { 
23 Pao Lai, pp. 31-32. wer 
2 Tbid., pp. 43-49. ines 
25 Sich Kuo-chén, Ming Ch’ing Chih Chi Tang Sheh Yung Tung K’ao (A recommer 
Study in the Parties and Clubs During the Late Ming and Early Ch’ing), rejected | 
Shanghai, 1934, p. 12. cae 
6 Tbid., pp. 253-254. ® hid. 
27 Thid., p. 254. 
28 Cf., Pao Lai, of. cit., p. 43-50. 
29 Cf. ibid., pp. 162-164, Tung Hua Lu’s account of Lii’s letter to Wu 
Kuei. Wu was a Ming general who led the Manchus to Peking and | 
instrumental in helping the invader to crush the resistance of the ( 
He thus became the most powerful feudatory prince controlling southwester 
China. Later he revolted and it took many years for the Manchus to ‘ 
him. 
80 Tbid., pp. 64-79, especially pp. 66 and 78. 
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sem of government was extended and scattered over Lt’s volu- 
sous Confucian commentaries trimmed with the orthodoxy of 
Hsi. These commentaries were widely published*! and Lu 


ic} 


Chu 
4s looked upon by scholars in all parts of the country as a sage. 
cording to his eldest son, Lu Pao-chung, scholars flocked to 


14 Liu-liang from beyond a thousand li, carrying on their own 
uiders books and baggage, to study under him. Those who 


AC 
wa\t 


were too far away to come, bowed in front of empty chairs as 
‘ciples? In writing the biographical sketch of his father, Lu 


Pao-chung said he could publish only ‘“‘one tenth” of the outstand- 
ing events while the remainder was recorded only confidentially.** 
The confidential records were probably destroyed by the Manchu 
nquisition, but what could they be but nationalist, anti-Manchu 
pctivities ? 

In 1729, almost half a century after Lu Liu-liang’s death, the 
named Tseng Ching to send his pupil Chang Hsi, to urge a power- 
{ul Chinese general Ytieh Chung-ch’i to start a rebellion against 
tie Manchus.** Yueh made a blood oath with Chang Hsi to induce 
the pupil to divulge the identity of his master,** then turned in- 
former and enabled Emperor Yung Chéng to open an ideological 
ampaign against Chinese nationalism. Imperial edicts and a 
niession of Tseng Ching, the master, generally regarded as 
jorged, were printed in the form of essays and distributed to every 
prefectual college in the land. A whole book later was written to 
reiute the nationalist theories embodied in Lu Liu-liang’s com- 
mentary on the Confucian Four Books. All the tens of thousands 
ithe scholars in the country were required to sign affidavits to 
kpprove the punishments to be meted out to the dead bodies of Lu 
nd his eldest son and to their surviving family and associates as 
recommended by the imperial ministers.** However, the emperor 
ejected his ministers’ recommendation to burn Lii’s books, stating 


"Thid., p. 162, Tung Hua Lu’s account insinuating Lii Liu-liang’s commer- 
alization of his writings. Shieh Kou-chén, of. cit., p. 142, Lii’s selections 
state examination essays were said to be the best seller, like “a wind blow- 
all over the land.” ‘3 
*Lii Wan Ts’un Sien-sheng Wén-chi (Lii Liu-liang’s Literary Collection). 
opendix, Biographical Sketch, p. 12. 
Ibid., p. 15. 
‘For a general account of the case, see Goodrich, op. ctt., pp. 22-23; 84-85. 
“Pao Lai, op. cit., p. 179. Citation from Tung Hua Lu. 
“tid, p. 182. Goodrich, op. cit., p. 97. 
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that complete destruction was not possible and “even if this co 
be done, how would the ensuing generation under Heaven he +! 
to distinguish the right way from the wrong?’ . 

An examination of the material gathered by Goodrich®® hoy 
that a great number of the cases of the Manchu Inquisition 
directly or indirectly connected with Lu Liu-liang and 
alist political and economic doctrines. These doctrines as e- 
merated in Yung Chéng’s edicts, were not exclusively the jn 
vations of Lu, but consensus of opinion of the anti-Mand 
nationalist intelligentsia. Lt was merely the skilful and powerifiihiutatio 
disseminator. This was probably the reason why Emperor V unlibenente 
Chéng rejected the outright destruction of nationalist literatydlere ort 
and preferred the combined measures of personal terrorism x 
ideological struggle. As there was, on the whole, no terrorizatiy 
under his father K’ang Hsi (1662-1722), *® Lit and his son \ 
able not only to escape persecution but were granted honors wi 
numerous other nationalist intellectual leaders.*° K’ang Hsi’s pol 
was to win them over. 

K’ang Hsi must have failed to stamp out the nationalist sex 
ment, though many scholars who interpreted Confucian and ( 
Hsi’s doctrines in the light of dynastic loyalty did join the Mancifiis prede 
court. Their justification was that the Ming dynasty was (qjsassinat 
stroyed by the Chinese rebel leader Li Tzii-ch’éng, whereas 1d joine 
Manchus defeated Li, thus avenging the Ming. series 0 

The secret of Li’s particular success in spreading the national 
doctrine, however, was his academic tactics. Unlike many of ! 
colleagues who did not think much of the philosophy of Chu H 
and who might be even prejudiced against this Sung scholar | 
cause the Manchu court had canonized him, Lt became a str 
follower of Chu. Under Chu’s cloak, the subversive ideas of tgjgiance | 
time propagated by him passed unnoticed by the Manchu authogitscendar 
ties. When they were later discovered by Yung Chéng, his raggedershiy 
was topped by amazement. The result was his ideological cargjuasty w 
a urtherer 

87 Pao Lai, op. cit., p. 181. 

38 Goodrich, op. cit. 

39 Only two cases of persecution were credited to his reign by Goodne 
The first occurred during his minority and he could not be held responsi 
the last occurred toward the end of his long reign. This might be regarc 
as heralding his successor’s new policy. Neither of the two cases mvo.\ 
the destruction of publications. Cf. ibid., pp. 19-21. 

4° Tbid., p. 19-20, p. 27, note 13. 
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ign supplemented by physical and psychological terrorism. He 
st have had supreme confidence in his own underestimation of 

e geen of Chinese nationalism, which, he must have had 

yht, could be successfully combatted by Confucian cosmopoli- 


nism and dynastic loyalty. 

Evidently, Yung Chéng too must have failed, as may be judged 
mm his successor, Emperor Ch'ien Lung (1736-1795), having to 
dertake large-scale destruction of all nationalist literature, in- 
chiding not only that of Lu Liu-liang, but also his own father’s 
powerimiutations of nationalism,*t Tseng Ching and Chang Hsi who had 
‘or Yyrfiikepented” and whose lives were therefore spared by Yung Chéng, 
literature ordered executed by Ch’ien Lung. It seems that he con- 
fered it futile to try dissuading a nationalist or to disprove 
nese nationalist arguments. The only thing he could do now 
fl Wefmas to stamp out any mention of the subject, whether pro or con. 
ors wif But Ch’ien Lung’s policy was a policy of desperation. It merely 
i's polifimove the nationalist movement of the scholars further under- 
ound, where it merged with the secret societies among the lower 
bsses. Some of these societies had their origin under the Mongol 
le, and, even before Ch’ien Lung, had upper-class recruits. Thus, 
s predecessor, Emperor Yung Cheng, was rumored to have been 
sassinated by Lu Liu-liang’s grand-daughter, Lii Szu-liang, who 
| joined the underground movement.*? In Ch’ien Lung’s reign, 
series of rebellions flared up. During the twenty-five years of his 
cessor, Chia Ch’ing (1796-1820), the government was forced 
engage in practically uninterrupted suppression of anti- Manchu 
sings. While the revolts were mostly carried out under the 
lership of alleged descendants of the Ming, they had little to do 
th dynastic loyalty. No Confucian tenet requires dynastic al- 
glance generations after the destruction of the dynasty. These 
scendants were put up only as a traditional method of selecting 
adership. Moreover, since the downfall of Sung, the Ming 
iasty was the only Chinese regime in more than half a millenium. 
urtheremore, Ming was the only dynasty throughout the entire 
story of China which recovered the country from a complete 

reign conquest and on an explicit nationalist platform. 
The greatest revolt before 1911, following these earlier frustrated 


Goodrich, oj. cit., p. 85. 
Ut. Ch'en Hui, Ch’ing Shih Yao Lié (A Brief History of the Manchu 
ynasty), Shanghai, 1931, p. 72-73. 
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attempts, was of course the T’aiping Rebellion (185 
motivating power and ideologies of this revolt were yn 
purely Chinese. Western impact contributed both to its part 
cess and its final defeat. But many of its ideologies and j, 
made no break with China’s past. Even its adaptation of (| 
ty might have been directly or indirectly influenced }y 
theistic trend as expressed in one of Huang Tsung-| 
written thirty years after his proposed system of government 
T’aiping land program, though much more radical, was essen; 
one of equal distribution of land, which was also the mai 
of the post-Ming Well Land System proposals. 


L is beyond dispute that the 1911 revolution led by Sy 
Yat-sen which finally overthrew the Manchus was treme 
influenced by Western encroachment and Western 
it could not be only a matter of coincidence that the basi 
formulated by Dr. Sun’s Tung Meng Hui in 1905 
after those of Chu Yuan-chang, the founder oi 
The following is a comparison of the two: 


1 


Transliteration of Chinese English tri 
Characters 

Chu’s Ch’t Chu Hu nu drive, chase [out] 
knaves 

Sun’s Ch’ti ch’u Ta nu drive, eliminate 
knaves 

Chu’s Hui fu Chung-Hua recover China 

Sun’s Hui fu Chung-Hua — recover China 

Chu’s Li kan ch’én chi establish a monarchical 
patriarchal regime 

Sun’s Chien li min kuo establish a republic 

Chu’s Chiu chi shih min. relieve the people 


Sun’s Ping chitin ti ch’tian equalize land rights 


It may be noticed that the first planks of Chu and Sun ditter 
only on technical grounds. “Mongol” was now necessarily ¢! 
to “Manchu.” Manchuria’ having been largely colonized by ! 
Chinese, the Manchu regime could not be chased ow! there 


1 
} 


48 Ti-chou Yichu, etc., op. cit.. Vol. 13, P’o Sieh Lun (Against Heter 
doxy), pp. 2-4. 
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Mongols could be chased either to their homeland or to the vast 
remnants of their empire, and therefore it must be eliminated. The 
weil slogans were identical, both in meaning and in Chinese 
characters. The difference in the third was obviously due to 
Western influence, but not exclusively, as democratic ideas had 
begun to develop since the downfall of Ming. The difference in 
the fourth was that Sun’s plank was more specific in the relief 
measure, and here the influence was not merely the Western ideas 
of single tax and social reform. It has been demonstrated that the 
land problem had occupied the center of attention of early post- 

fing nationalists and that the ancient Well Land System liberally 
sterpretated, was generally regarded as the solution. But it is 
nore surprising that the two documents, drawn up more than half 
a millennium apart, should have agreed completely in their style 
and general framework, 

As a concrete measure, however, Sun's equalization of land 


ights was radically different from even the most liberal concept 
f the Well Land System. Sun sought equalization through 


sovernment taxation of the social increment in the value of land, 
vhereas the Well Land System advocates envisaged a general and 
equal redistribution of land. The former had the development of 
industry in view as well as avoiding the antagonism of landlords, 
vhereas the latter was conceived purely on the premise that China 

san agricultural country, and that drastic reforms could be put 
through by a determined monarch riding on the tide of an anti- 
Manchu nationalist revolution. 

But as late as 1920, the Well Land System was favorably con- 
sidered by Sun’s close collaborators Hu Han-min, Chu Chih-sin 
nd Liao Chung-k’ai.** This was the period in which Dr. Sun’s 
party was formulating the plank of “land to the tillers” (Ken-cheh 

ichi tien) to supplement “equalization of land rights.” Thus, 

s policy on land was brought closer to the post-Ming concept 

i Well Land System. 

In the early days of Dr. Sun’s revolutionary career, he even 
envisaged a republican China on a basis which was somewhat 
eudal-federal, as recorded in a Japanese admirer’s autobiography 
“Ci. Ch’ao-ting Chi, op. cit. Full texts of the debates between Hu Han- 
min, ete., and Hu Shih on this subject appear in the appendix of Ts’én Chi's 

ese translation of Korkin’s study of the ancient land system of China, 
the Chinese title for which is Chungkuo Kutai Sheh-hui (The Ancient 
Society of China), Shanghai, 1933. 
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which was blessed with Sun’s preface dated 1902.*° Outlining for 
the author his revolutionary aim and method,** Sun stated his ain 
as the people’s self-government and explained that the Chi 
people were able to achieve this because of their democratic tradj- 
tion which still survived in the defense, judiciary and mutual- 
benefit institutions in the rural districts remote from the contro! 
of the Manchu authority. This would be the basis for the rea! 
flourishing of republicanism after the overthrow of the then exist- 
ing government. And the destruction of the Manchu rule could 
only be bought with the price of bloodshed. Then he proceeded jw 
picture the form of the future republic arising out of the revolu- 
tionary anti-Manchu struggle by first reviewing China's revolu- 
tionary history: 


There was never a comprehensive program for the past revolutions 
in Chinese history. When revolt broke out in one region it 
immediately followed by risings in scores of localities each led by a 
strong man. These leaders established separate regimes and fought 
each other to decide who should be the supreme ruler, keeping the 
country disunited for decades. 
But Sun questioned, 

Why must unity be achieved through the elevation of one of 
leaders to the supreme position? For us to carry out a revolution at 
the present age the task is much more difficult, [because] when the 


revolution and counter-revolution are fighting, there is always 
danger of the intervention of third parties. 


By this, Sun evidently had in mind the Manchu suppression of the 


T’ai-ping Rebellion with the aid of the Western Powers. To avoid 
the calamity resulting from such foreign intervention, Sun main- 
tained that the revolution must be carried out “in lightning fashion 
and take the antagonist completely by surprise.’ Such a stroke 
was possible if ‘the heroic leaders are permitted the fullest realiza- 
tion of their ambitions,” so that they would crush the enemy }) 
united action and form “overnight” a federation of republican 


#5 Kung-ch’i Yin-ts’an (Transliteration according to Chinese), San-sii/- 
san Nien Lé-hua Méng (Dreams of Thirty-three Years of a Fallen Flower), 
Chinese translation by P. Y., Shanghai, 1925. This is a new and more com- 
plete translation because an anolomous old version was out of print. Suns 
preface is found also in several editions of his collected works. 

“* Tbid., pp. 63-65. 
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sates. Each state would select a popular leader to become the 

“strong chief of his territory,” while the central government would 

exercise its leadership in a “remote” way and “manage these 

aders with dexterity.” The old internecine strife among the 

rebels would thus be avoided. ‘This is the advantage of a republi- 
can revolution,” concluded Sun. 

Ignoring for the moment the fundamental socio-economic aspects 

‘feudalism, politically it would seem that both Dr. Sun and the 

oost-Ming scholars saw eye to eye in seeking a strong united China 

against foreign domination not through centralization, but through 

the fullest development of the power of autonomous regions or 

states combined in a federated monarchy in the case of the post- 

Ming scholars, or a federated republic for Dr. Sun. While the re- 

publican idea represented a considerable advance over the mon- 

archical premise of the post-Ming scholars, Dr. Sun’s emphasis on 

ttions the “strong chief” in his concept of autonomous republican states 

Was was a historical continuation of the feudal idea dominating the 

= nationalist circles of the early Manchu regime as represented by Li 

ake Liu-liang. 

Thus though the development of modern nationalism in China 

is been greatly precipitated by the impact of Western industry, 

railroads, gunboats, and ideologies, it also has its roots deep in 


China’s own past. 


| HE limitations in China’s development of national unity 
and democracy can also be traced to China’s own history. Take for 
instance the feudalism advocated by Lu Liu-liang and Huang 


Tsung-hsi. On the one hand this concept definitely contained posi- 


lain- tive elements of democracy. Both Huang and Lui conceived it es- 
hion sentially as a system contrary to the selfish desires of the autocrats 
roke i in Chinese history. It was a design to strengthen the united might 
liza- iM of the nation through the free development of autonomous regions 


1 


t the expense of the power of the absolute monarch. But, it was 
argued by another outstanding nationalist of the time, Wang Fu- 
ch (1619-1692), the elimination of the feudal states by Ts’in 
221-206 B.C.) and their replacement by centralized administrative 
listricts was a tendency in accordance with natural evolution. The 
centralized empire did away with hereditary princes and internal 
strife, even though the motive of the First Emperor of Ts’in was 


« 305 » 


Pacific Affairs 


selfish. This, argued Wang, was how Heaven carried out i 
design to benefit the people through the selfishness of individuals © 
Wang also contended that the Well Land System and other 


measures bound up with feudalism such as an army based qy 


peasant militias, ought not be revived.t* While Huang Tsung-hs 


ascribed the weakening of Ming defense to the elimination 
feudalism and feudal peasant armies, Wang blamed the Mino 
institutions as smacking too much of feudalism.*® Yet, it js to | 
noted that Wang Fu-chih, the supporter of absolutism and bureay. 
cracy, viewed the system as better for the preservation of huma; 
rights.°” This illustrates the fact that the germ of democratic idea 
was present even in the absolutist school of post-Ming nationalisn 

It cannot be denied, on the other hand, that there is a retrogres 
sive and undemocratic side of the feudalism advocated by the 
post-Ming leaders. This flows directly from the privileged social 
position of the advocates themselves. Contrary to the commo: 
belief that the old literary examination system constantly drey 
members of the lower strata of China’s society into the scholar 
bureaucratic class, it has been found that, on the whole, the ruli: 
officialdom reproduced itself socially more or less from its ow: 
ranks.*! This applies to Li Liu-liang, Huang Tsung-hsi as well 
as Ku Yen-wu (1613-1682),°? who agreed in the main wit! 
Huang’s proposed system of government,*®* as is evident from a 
study of their genealogy.** Their own social attitude may be indi- 
cated by the fact that Lu Liu-liang was credited with helping hi 
family to put down a mutiny of over a hundred “hereditary se: 
vants’*® and that Ku Yen-wu once punished a hereditary servant 
by drowning him.*® Thus, these scholars were virtually feudal lords 
in their own right. From this self-interest Huang Tsung-hsi’s in- 
sistence that the land of rich families was not to be distributed to the 

*7Chang Si-t’ang, Wang Ch’iian-shan Hsiié-p’u (The Life and Ideas of 
Wang Fu-chih), pp. 126-127. A popular summary of Wang’s philosophy 1s 
siso found in Lin Mé-shéng, supra, note 21. 

#* Chang Si-t’ang, pp. 128 ff., 134 ff. 

(Cf. ibid., p. 134. 

§© Jbhid., p. 127-128. 

8K. A. Wittfogel, New Light on Chinese History, New York, 1935, p. 11 

82 Goodrich, op. cit., p. 248, for partial list of Ku’s works. 

58 Ti-chou Yichu, etc., op. cit., Vol. 12, Min Yi Tai Fang Lu, introductor 
page. 

* Ci. Pao Lai, p 1-/. 

55 ij Wan-ts’un, Hsien-Shéng Wen-chi, appendix, op. cit., p. 12. 

56 Hsieh Kuo-chéng, of. cit., p. 284. 
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peasants according to the Well Land System, follows naturally. 


However, the democratic features of regional autonomy and 
federalism of the post-Ming feudalist proposals cannot be over- 
looked. The centralized regime in old China was essentially differ- 
ent from European absolutism at the end of the Middle Ages.* 
Chinese absolutism was never capable of managing the affairs of 
the country in a really centralized manner. At best, it kept both 
the peasants and rivals of the regime from revolting and assured a 
tolerable distribution of land tax and rent between the royal house, 
bureaucrats and scholars. Irrigation seemed to be the major 
national function of the monarchy but even in this respect, it 
sought only to enhance the key position of the capital rather than 
the general national welfare.** Thus, though the monarch, through 
the centralized bureaucracy, was nominally entitled to interfere 
with the life of the country in almost any respect, powerful feuda- 
tory states still existed in early Ming and early Manchu dynasty. 
The Ming states, superimposed upon centralized administrative 
districts, were forbidden to interfere with civil and military affairs, 
but rebellious princes were often strong enough to capture pro- 
vincial or district administrations. 

Thus, there is much less absolutism and centralization in prac- 
tice than in theory. This was due to the decentralized economy of 
the country which assured a large degree of regional self-sufficiency 
and rendered closely centralized control impossible. That is why 
attempts at excessive exercise of absolute power often disorganized 
the national economy and upset political stability, leading to cor- 
ruption, revolts, and disintegration of the regime. It is to be noted 
that the regionalist concept of the post-Ming proposal of feudalism 
was largely based upon practical considerations of the inefficiency 
and ineffectiveness of army training, mobility and supply under 
Ming centralized government.®® It was based upon the recog- 
nition of the decentralized economic character of the country, and — 
in this sense the feudalist proposal was (paradoxically) equivalent 
to regional self-government, which was in line with its general 
program of quasi-democracy. 

Cf. K. A. Wittfogel, The Foundations and Stages of Chinese Economic 
History, op. cit., p. 54 ff. 

*Ch’ao-ting Chi, op. cit., p. 143. 

* Li-chou Yi-chu, etc., Ming Yi Tai Fang Lu, op. cit., pp. 15-17. 
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Decentralized regional and even “cellular” economy®® persists jy 
present-day China. It is precisely this which accounts so much for 
the development of the guerrilla areas in the midst of Japanese 
occupied territories. This may also have been the premise oj 
Dr. Sun Yat-sen’s early concept of a federated China “remotely” 
linked by a central republican government. Though Sun’s earh 
concept of regional “strong chiefs” still bore the mark of feudalist 


influence, yet unlike the feudalist post-Ming scholars, the basi 
principle of his program was democratic republicanism for both 
the central and regional governments. Democratic republicanism, 
the key to a decisive break with China’s feudal past, now finds its 
fullest regional expression in the guerrilla movement. Decentral- 


strength of the nation against the invaders. It is democratic region- 
alism without either hereditary feudal lords or “strong chiejs.” 

In retrospect, we can see the limitations in the thinking of the 
post-Ming nationalists in their inability to advance beyond feudal- 
ism to democratic federalism. Their social preconceptions diluted 
their incipient democracy. Their program would have kept th 
hereditary monarchy and preserved their own landed _ interests 
and “hereditary servants,’ just as their feudalism would have 
strengthened the system of hereditary military officers oj 
Ming dynasty. 

These very measures would have rendered it impossible 
realize their economic program, the Well Land System, because, 
if every peasant household in the realm, including the “hereditary 
servants,” was given sufficient land to work on, who would farm 
the richmen’s land? It should also be noted that the so-called Ming 
government land which Huang Tsung Hsi proposed to distribute 
to the peasants belonged mostly to the royal princes or minor 
feudatory lords. After the downfall of Ming, much of this land 
had been taken over by the Manchu conquerors.** Huang’s pro- 
posal to redistribute this land, therefore, presupposed the over- 
throw of the Manchu dynasty. But the succeeding Chinese 
monarchy and a system of strengthened feudatory states would 
also have required land for the royal princes and the feudal lords 


60Qwen Lattimore, The Inner Asian Frontiers of China, New York, 1940 
pp. 39-40, 537; Ch’ao-ting Chi, op. cit., p. 149. 

61 Ch’en Ten-yiian, Chungkuo T’uti Chihtu (Land System of China), p. 
320 ff. 


« 308 » 


AL 


Dimensions of China’s Unity 


The Ming government land taken back from the Manchus would 
thus have had to revert to a new ruling house and its powerful 
supporters, and the peasants could not have hoped to obtain this 
part of the land upon which Huang counted so much for the 
Well Land System. 

Thus, a democratic feudal federated monarcliy is as incongru- 
ous as an absolutist regime is inefficient, ineffective and corrupt 
for the preservation and development of China as a_ national 
state. Only a system of thorough-going democracy with regional 
and local self-government based upon individual democratic 
rights can do away with the limitations of both Wang Fu-chih’s 
absolutist and Lu Liu-liang and Huang Tsung-hsi’s feudalist 
path to national unity. 

The problem of how to strengthen national unity could find 
no answer as long as the issue remained in the stage of centraliza- 
tion standing for absolutism and decentralization for feudalism. 
Sun Yat-sen, benefiting from both China’s own development and 
Western impact, first advanced the democratic republican idea 
which contained the key to the proper settlement of the issue. 
Later, he further developed his idea of regional autonomy under 
“strong chiefs” into sub-regional, county self-government. A new 
plan for the realization of this idea (the New Hsien system) has 
been launched by the present government at Chungking. 

These developments, however, have not been merely a matter 
of ideas. They have been the crystallization of national self- 
examination in the heat of active nationalist movements and 
revolutions. The process is still going on, at accelerated rate. It 
is essentially the struggle for national unity through democracy 
against the survivals of absolutism and feudalism. This is evi- 
denced in the controversies over the maintenance of Party control 
versus representative government, of restrictive qualifications for 
candidates in county and sub-divisional elections versus county 
self-government, of state economic control versus free develop- 
ment of private economic enterprise, etc. Both local vested interests 
and advocates of true democracy are still presenting outwardly 
similar demands of decentralization in the name of democracy. Both 
central selfish interests and advocates of true democracy are 
still urging outwardly similar measures to promote national unity 
in the name of eliminating remnants of feudalism. It requires an 
increasing insight in China’s history of nationalism and its socio- 
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economic background to distingush one from the other. 

The present survey has barely sketched a few landmarks jy 
China’s long march toward national unity. It may, however 
suffice to indicate the deep roots of China’s national developm 


as evidence that her stubborn united resistance of the last fy 


l 


years has not been a unique accident. This enduring struggle ; 
sustained not merely by developments since the arrival of \Vester: 
industry and gunboats, much less by Western financial and mili. 
tary aid, however valuable they may have been, but by 
accumulated heritage of centuries. This ought to strengthen our 
faith in the continued growth of a united, determined Chines 
nation. There may be more Wang Ching-weis to come, but ¢! 
will not be able to sell China out to the Japanese as Wu San-ktx 
did to the Manchus. 

That is not to say that the remnants of the medieval past hav 
ceased to shackle China’s full-fledged development. On the c 
trary, to the extent that they remain, they are still a source 
national weakness. So far China has only been able to hold 
the enemy’s advance. Much greater effort is needed to turn th 
defensive into a general offensive. This means that in addition t 
increased material aid from outside, China must accelerate her 
internal battle for democracy to overcome lingering absolutis: if 


on the one hand and feudalism on the other. These were th Em 
{89 


lf 


how 
For 
ram 


twins of China’s stagnation and perpetuators of her cyclic civil 
wars. Holding fast to Sun Yat-sen’s democratic objective ani 
taking full advantage of her own nationalist heritage no less tha: 
Western influences, China will sweep onward to the consum- 


mation of unity and victory. 


New York, July 194 


FORMOSA (TAIWAN) UNDER 
JAPANESE RULE 


A. J. GRAJDANZEV 


anes, or Formosa, an island of 13,807 sq. miles 
lying off the Chinese coastal province of Fukien and peopled by 
nearly six million Chinese, is the oldest Japanese colony the 
population of which is not assimilated with the Japanese. Forty- 
seven years have passed since the establishment of the Japanese 
rule on the island. Now that hundred millions of natives in 
Eastern and Southeastern Asia have been brought under Japanese 
domination, at least temporarily, the experience of Formosa under ° 


Japanese rule may throw light on their prospective fate as colonial 
subjects of Japan. The question which will be discussed here is 
how successful were the Japanese in the economic exploitation of 
Formosa and its inhabitants. But, first, let us see how the island 
came under the Japanese and what the Japanese found there. 

It is usually believed that Taiwan became a part of the Japanese 
Empire through the treaty of Shimonoseki signed on April 17, 


1895, by which defeated China ceded to Japan Taiwan and the 
Pescadores. But actually the cession of the island by the Manchu 
Government was not sufficient to make Japan the master of the 
island. On May 23, 1895, Taiwan was proclaimed a Republic, 
with the governor of Taiwan province (Tang Ching-sung) as its 
first president, and a constituent assembly was called to work out 
the constitution. Japanese historians treat this declaration of 
independence as a clumsy manoeuvre on the part of the Peking 
Government to attract the attention of the Western Powers to 
the fate of the island. If this were the case, the Western Powers 
did not understand or did not want to understand that cession 
of Taiwan might imperil China’s sea communications with the 
Western world. The coming problem of “roads to China,” so 
acutely felt in the present war, had its origin in the indifference of 
the Powers to Japanese annexation of Taiwan in 1895. 

The new Republic of Taiwan did not recognize the cession of the 
island by the Manchu Government and wanted to defend its in- 
dependence with arms. The representative of the Manchu Govern- 
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ment, Li Ching-fong, was unable to transfer Taiwan to 4 
Japanese, because the islanders would not admit him while 4, 
Japanese troops were not yet on the island. (Only the Pescado, 
were occupied by the Japanese forces during the war.) So +, 
“transfer” of Taiwan to the Japanese took place not on the islay¢ 
but aboard the Japanese flagship on the high seas. The island jtse 
had yet to be conquered by the Japanese. 

In the northern part of the island, the Taiwan Republic survive; 
less than three weeks. On June 11, after the first defeat of | 
troops, its president fled together with his treasures and coney. 
bines, and the army was left disorganized and without leaders} 
Thereupon, General Lin Yung-fu proclaimed himself the presi- 
dent in the south, but fled in the same manner as Tang Ching-sung 
at the approach of the Japanese. But five more months were neces. 
sary for the Japanese Army to complete the occupation becaus 
though the governor and the generals fled, the soldiers and { 
people continued to fight. The city of Tainan in the south was no: 
taken until November 18, 1895, and more than four years wer 
necessary to stamp out guerrilla resistance. How stubbornly ¢ 
Chinese population fought the invaders can be seen from the fol 
lowing description given by a Japanese official: “Whenever our 
troops were defeated, the inhabitants of the surrounding villages 
instantly became our enemies, everyone, even the young wome 
arming themselves and joining the ranks with shouts of defiane 
Our opponents were very stubborn and not at all afraid of death.” 

Thus the fact, which may have significance for the future of t! 
island, is that it was not “acquired from China in 1895 as one 
the spoils of the Sino-Japanese war,”*? but was invaded and cor- 
quered by the Japanese despite the resistance of its inhabitants and 
against their wish. Sporadic unrest and rebellion continued 
throughout the years of Japanese rule.’ 

What was the economic condition of Taiwan at the time of its 
conquest? The railways and telegraph had just appeared; agn- 
cultural conditions resembled those in continental China, but its 


1Takekoshi Yosaburo, Japanese Rule in Formosa, London, 1907, p. 8 

2E. Schumpeter, Jndustrialisation of Japan and Manchukuo, New York 
1940, pp. 46-47. 

8Chinese revolt was supplemented by risings of the aboriginal tribes, 
which the most recent known abroad occurred in 1930, when rebels seized 
the administrative centre of Musha and a considerable military force was 
necessary to suppress them. 


«312» 


Fort 
popt 
bori 
the 
supf 
was 
islar 
ever 
Ino 
not 
in th 

7 
Hor 
We 
opel 
sion 
obst 
pati 
tore 


Formosa (Taiwan) Under Japanese Rule 


population was better off than the population of the Chinese neigh- 
boring provinces. Though the methods of cultivation were about 
the same and the irrigation system as primitive, the per capita land 
supply was considerably higher than on the continent and there 
was a substantial surplus of agricultural produce for export. The 
island exported rice, sugar, tea, camphor, i.e., the products which 
even as late as 1938 constituted more than 75% of its total exports. 
In other words, almost fifty years of Japanese rule in Formosa did 
not change much the composition of its exports.* The change was 
in the direction of the island’s trade. 

The trade of pre-conquered Taiwan was chiefly with China, but 
Hong Kong, Great Britain, U.S.A. and Japan also were active. 
Westerners were relatively numerous on the island. They traded, 
opened missions, clamored for mining, railway and other conces- 
sions. Some of them were dissatisfied with the conservatism and 
obstinacy of the Chinese officials and welcomed the Japanese occu- 
pation. They expected an era of benevolent rule under which 
foreign enterprise would prosper. 

Political conditions on the island had not been favorable to 
economic expansion. The administration was in the hands of 
Peking officials who paid little attention to the local interests and 
who conducted affairs in mandarin which was unintelligible to the 
local population speaking Fukienese and Cantonese dialects. Land 
relations were feudal, and marked by frequent agrarian and clan 
riots. There had recently been some attempts to reform and develop 
the island along modern lines, but these attempts were either 
abortive or nipped in the bud by the war with Japan. Yet certain 
improvement did take place. The area under cultivation was in- 
creased, the harbors. improved, the railway and telegraph intro- 
duced. 

After the Japanese occupation of the island, the new masters 
soon started the work of re-orientating its economic life. First, 
the island was incorporated into the tariff system of the Japanese 
Empire. This in itself was not always sufficient to shut out foreign 
commercial influence, and special methods were necessary. Thus, 
a considerable part of British exports to the island consisted of 
_ In 1893 the export of tea from the island was 16 million kin; in 1935-39 
it was about 16-19 million kin; production of sugar can be estimated at the 
time of occupation at about 100,000 tons; in 1935-1939 it was around 


1,000,000 tons. Production of rice rose from four million koku to nine 
million koku in 1935-1939. 
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opium. This was declared a government monopoly. So was thy 
lucrative business in camphor. Salt and tobacco followed syit 
Permission for foreigners to enter the island was given reluctant) 
and only to very few persons. The foreigners could not staff thei: 
offices as they wished. They were compelled to use the Japanese 
or Chinese for this purpose, and it happened somehow that the 
Japanese knew all the details of the affairs of any foreign compan 
To this one might add such methods as tax discrimination, intimida- 
tion of the customers of foreign competitors of Japanese firms and 
exorbitant charges by the Japanese steamship companies, whic}; 
soon replaced the foreign companies hitherto dominant in the field 
The results were quite effective. The share of Great Britain jy 
Taiwan's imports was 7.3 per cent in 1896-1900, the first years 
the occupation; it was zero in 1939. The share of the U.S.A, in 
Taiwan's imports for the corresponding years was 5.3 per cent 
and 0.4 per cent; the share of China—37.4 per cent and 0.5 per 
cent (1938); that of Japan—27 per cent and 89.4 per cent. 
1896-1900, 63.1 per cent of Taiwan’s exports went to China; in 
1938, only 1.7 per cent. The share of the whole yen-bloc area in 
the external trade of Taiwan in 1939 was 96.5 per cent of the im- 
ports and 97.8 per cent of the exports. Thus in 43 years the pro- 
cess of economic assimilation was complete, the foreigners were 
squeezed out and Taiwan became an exclusive preserve for th 
Japanese industrialists and merchants. A few foreigners stil! 
made Taiwan their residence, and a few consulates remained 
opened; but the amount of business done there was so small that 
only non-commercial considerations could have kept them there 


a SUCH was the treatment afforded to the citizens of the Western 
nations, behind whom stood the prestige of the white man, and the 
shadow of the powerful navies, the economic position of the Chinese 
inhabitants became even less tenable. First of all they were forced 
to choose between Chinese and Japanese citizenship, a decision ver} 
hard to make. Those who retained their Chinese citizenship had 
neither strong government behind them to plead for them, nor nav 
to protect them. The squeeze here was almost complete. Only 
the most remarkable tenacity preserved for the Chinese some por- 
tion of commercial field, chiefly in those commodities which wer 
supplied from China. 
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Formosa (Taiwan) Under Japanese Rule 


But the Japanese had here a more than commercial problem to 
«ive. The island was peopled by the Chinese. The aboriginal 
ribes remained only in mountainous fastnesses and their numbers 
were small. The Chinese were in closest contact with Fukien and 
Kwangtung. To permit these ties to continue was to reinforce 
Chinese consciousness in the new subjects of the Japanese Empire. 
Wherefore, Chinese immigration and emigration were forbidden. 
It was also hoped in this way to leave room on the island for Jap- 
onese settlers. However, it was soon discovered that the island 
vas in need of seasonal workers ; so each year immigration permits 
were granted to a little over 10,000 Chinese coolies. Their num- 
her and earnings may be judged from the statistics of postal money 
rders sent abroad. In the ten years 1928-1937 on the average 
13,580 remittances from Taiwan were made annually. The average 
amount of the postal order was 30 yen. This immigration of coolies 
was practically the only permitted connection between China and 
Taiwan. The coolies were closely investigated before being ad- 
mitted to the island and on arrival were closely supervised. 

But the main problem facing the Japanese was the Chinese 
population on the island itself. At the time of the Japanese occupa- 
tion the population of the island was about 2,600,000; in 1939 it 
was about 5,500,000. At the beginning, the policy of the Japanese 
Government was indecisive. Its general idea was to leave the 
Chinese to their own devices, meanwhile pumping Japanese settlers 
into the island. The official language was Japanese, as were the 
police and the bureaucracy. But the natives were permitted to use 
their own language and to abide in their old superstitions. Of 
course, they were to be closely watched and for this purpose the 
pao-chia system of mutual responsibility and mutual spying*® was 
applied to them in August 1898. Ten families were to form one 
pao and ten pao, one ko. Each organization, pao and ko, elected 
its chief (election was permitted here because the duties of the 
chiefs were difficult and unpleasant) and the chiefs formed a sort 
of assistants to the police. Their duty was to report to the police 
on any movement of the population, especially the presence of any 
‘tanger or suspicious characters. The same duty fell upon all 
members of pao or chia. Anything that happened in the territory 


‘This system was first applied in China under the Chou dynasty and 
periected under Sui and Fang dynasties. 
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of pao or chia was charged to this organization, all members 
which were held liable for collective punishment.® 

Later on, when the Chinese nationalist movement made its firs 
appearance on the coast across the Taiwan straits, Japanese colo. 
nial policy was given a new turn. Police repressions were furthe: 
strengthened, but in addition, conscious efforts were made to wine 
out Chinese influence in the cultural sphere. Primary educatio; 
was utilized as a principal means of denationalization and assimils. 
tion. 

As was mentioned above, the conquerors hoped to settle the 
island with Japanese immigrants. At first these hopes appeared 
justified. The number of arrivals from Japan jumped from 13, 
in 1898 to 21,000 in 1900. But these were persons attracted | 
the prospects of some governmental job in Taiwan. Once thes 
jobs were filled, the number of arrivals fell, while the number 
departures of those who were disappointed rose sharply. The 
average net Japanese immigration to the island since 1900 is on) 
4,000-5,000 a year. It is easy to see why. The number of bureay 
cratic posts is limited. Workers and farmers would have to com- 
pete with the native Chinese whose standard of life is very low an‘ 
hardly calculated to attract a really large number of Japanese im- 
migrants. In 1938 there were 309,000 Japanese in Taiwan, which 
is only 5.4 per cent of the total population. However, the number 
is almost as great as the number of the British in India, which has 
sixty times the population of Taiwan. Lower level of living 
standards as compared with the British, and, as we shall see, more 
intensive exploitation, permits a greater proportion of the Japanese 
to live off the native population. But this is part of the larger 
question of how the Japanese have made Taiwan pay. 


, re Japanese investments in Taiwan, public and private, are 
measured in hundreds of millions of yen. Many apologists for 
Japanese imperialism have spoken as if these hundreds of millions 
were brought into the island from Japan proper and “invested” 


®Some people in America are shocked today at the news of how the 
Germans treated the Czech population of Lidice after Heydrich’s assassin 
ation. But this same method has been applied by the Japanese in Ta 
for forty-four years and in Manchuria for ten years. Of course, fao-c’ 
system is not applied to the Japanese on the island—it is effective only tor 
the Chinese population. 
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Formosa (Taiwan) Under Japanese Rule 


there. On the contrary, these Japanese investments were created 
in the island. The following facts and figures will illustrate this 
proposition. 

Ifa country A (Taiwan) has neither foreigners living in it, nor 
migrants abroad, if all her financial transactions are only with one 
her country B (Japan), then evidently imports of capital into 
wntry A should find expression in the unfavorable, i.e., passive, 
balance of trade. During the first thirteen years of the Japanese 
xccupation, Taiwan had an unfavorable balance of trade, the net 
segregate amount of which is 31,655,000 yen. From 1909 the trade 
alance of Taiwan became favorable: Between 1909 and 1939 in- 
lysive, the aggregative active trade balance amounted to 1,809,- 

23,000 yen. Taiwan had begun to pay the Japanese. The compari- 
on of these figures—32 million yen on the passive side and 1,809 
nillion yen on the active—clearly shows that the Japanese capital in 
Taiwan was not imported from Japan; it was created on the island. 
low was this done? The following were some of the chief 
nethods ; 

(1) All lucrative positions in the government apparatus on the 
sland, from the governor-general down, were filled with Japanese 
nd only with Japanese. Subordinate Japanese officials earn about 
1200-1,500 yen a year. Part of their savings from their salaries 
hey deposit in Taiwan banks (or acquire some property there) and 
art they remit to Japan. The difference between the amount of 
sued domestic money orders in Taiwan and paid domestic orders 
ndicates the approximate amount of savings remitted to Japan by 
he lower-paid officials and small business men (persons with 
igher incomes use for these purposes the services of the banks). 
This difference amounted, on the average, to 12.3 million yen an- 
wally in the years 1933-1937. The deposits of the Japanese in 
Taiwan banks and post-offices exceeded 200 million yen in 1938. 
These facts indicate how relatively large are the savings of the 
apanese officials and business men of the island. 

(2) Each year the government-general of Taiwan is able to 
aise enormous sums, 50-70 million yen, through the taxation ap- 
aratus. How great is the financial strain on the population can be 
n from the following rough comparison with British India." 


In the comparison that follows the rate of exchange £=17 yen is used, 
rough in the opinion of the author, it undervalues the yen. If the former 
att of £=10 yen is used, the comparison is even more striking. 
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The revenue of the Central and Provincial Governments of Britis 
India in 1939 was equal to 3,092 million yen or 10 yen per cay ta: 
the budget estimates of the Taiwan government-general and pro. 
vincial budgets for the same year were 243 million yen, or 42 yo, 
per capita. Though the comparison of the financial burden jn py, 
countries is always difficult in view of the differences in taxation 
system, in classification, in the system of accounting, etc., yet the 
difference in the per capita figures is so striking and the functi ns 
of the colonial governments are usually so similar, that it is reasop- 
able to conclude that the financial burden in Taiwan is incompa- 
rably greater than in British India. Analysis of the taxation systen 
and net receipts from monopolies in Taiwan shows that this burden 
is borne chiefly by the masses of the population. 

Part of these expenditures is spent on education, health, irriga- 
tion works and for similar purposes; a much larger part is spent 
on the up-keep of the government apparatus and thus comes under 
category (1). But a very considerable portion of the budget has 
been annually spent on making Taiwan a first-class military base 
for the conquest of Southeast Asia. An elaborate network « 
railways and motor roads, of telegraph, telephone, and radio com- 
munications, harbors with complete repair facilities, airfields with 
all the necessary installations—all these were built with means col- 
lected from the population of Taiwan. All these represent “Jap- 
anese investments” in the island. 

(3) At the beginning of their rule of the island, the Japanese 
carried out a land “registration” of native rights and claims. The 
old system of landholding prior to the occupation was chaotic ; man) 
rights were not registered, resting only on custom and usage, and 
many of them were not recognized by the Japanese. In this way 
the Japanese acquired ownership of tremendous tracts of land. The 
whole area inhabited by the aborigines was considered as govern- 
ment property to be exploited directly by government enterprise ot 
sold into the hands of Japanese concerns, or leased to timber or 
mining companies. In this way the Japanese Government and 
Japanese entrepreneurs made important “investments” in Taiwat 
without great trouble and expense for themselves. Today the go\ 
ernment owns probably about two-thirds of the total area of 
Taiwan, though much of its property consists of mountainous ter 
rain and forests; of the remaining third, a considerable portion 's 
in the hands of the Japanese individuals and corporations. 
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(4) The establishment of the monopolies pervading the whole 
economic fabric of Taiwan created possibilities for large incomes 
of special character. No new economic enterprise can appear on 
the island unless the government sees its necessity and gives its ap- 
proval. Sugar cane, for example, is produced chiefly by the Chinese 
farmers and not by the Japanese companies. (Though the latter 
hold large tracts of land they mostly lease it to the farmers). But 
each farmer is assigned to a certain sugar mill and is forbidden from 
selling his sugar cane to any other sugar mill. Under these condi- 
tions it is not surprising to find a rather high rate of profits re- 
ported by the big companies in Taiwan. In 1939, for example, the 
Ensuiko Sugar Manufacturing Co. declared 20.2 per cent of profits ; 
Meiji, 40.0 per cent; Dainippon, 34.5 per cent; Taiwan, 44.6 per 
cent (these are the biggest producers of sugar on the island). 
However, one should not attach too great importance to such par- 
ticular figures. The government through various police measures, 
created monopolistic conditions for the Japanese industrialists and 
merchants; but this does not mean that it guarantees to each one 
high profits. Such guarantee (actual, not legal) is given to the 
whole group, and not to individual entrepreneurs. This or that 
particular entrepreneur may instead of profits run into losses and 
this would not be proof of the absence of monopoly, just as existence 
of some companies which make high profits is not yet a proof of the 
monopolistic character of the Japanese economy on the island. We 
must take the whole economy, in order to see what is going on in 
Taiwan. The degree to which the island’s economy is put to the 
service of Japan, may be seen from the following set of figures. 


Comparison of the gross value of production and exports. 
1963 1922 1929 1937 

Gross value of produc- 

tion (million yen) .... 84.5 354.2 598.6 890.5 
Exports 

(million yen) ........ 20.7 158.4 272.0 440.2 
Exports as per cent 

of gross value ....... 24.5 44.7 46.3 49.4 
Source: Takumu Tokei and Taiwan Jijo (official) 


Taking into consideration that the gross value of production is 
considerably higher than the net value (the value of cane sugar, for 
example, is shown under agriculture and then again under in- 
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dustry), we may safely say that probably three-quarters of the ne 
value of production of the island is exported to Japan.* This does 
not mean, of course, that three-quarters of the national income of 
Taiwan is taken by Japan because on the one hand, Taiwan 
also receives imports ; on the other, a considerable part of Taiwan's 
national income is consumed by the Japanese on the island or re- 
invested in railways, ports, etc. But in any case, this table indj- 
cates broadly the degree to which the Japanese turn to their own 
advantage the economic resources of the island. 

(5) Finally, the Japanese concerns and enterprises conducted a 
very conservative dividend policy on the island and in this way 
contributed to the growth of the Japanese investments. For ex- 
ample, the same four sugar companies that were mentioned above 
may be quoted again: Ensuiko Seito with a rate of profit of 202 
per cent paid a dividend of 8 per cent; the remaining three with 
rates of profit ranging from 34.5 to 44.6 per cent paid only 12 
per cent dividend. Thus, large masses of the capital remained in 
the hands of the companies which could reinvest these profits, 
though this reinvestment did not necessarily take place in Taiwan. 
A part was invested in the Mandated Islands and Southeastern 
Asia, preparing the way for the penetration of this area; some part 
was invested in Japan itself and Korea. 

From some writers on Japanese imperialism, it would seem that 
the purpose of Japanese colonial policy was the development of the 
natural and human resources of the colony or the improvement of 
the standards of living of the native population. The Japanese 
administration in Taiwan has never set such tasks before itself. 
The question always in the minds of the administrators was how 
Taiwan might serve the purposes of the Japanese Government and 
needs of the Japanese economy. As late as in 1938, 73 per cent 
of the gross value of industrial production was made up of food- 
stuffs, predominately sugar and its by-products. About 65-70 per 
cent of the value of agricultural production is contributed by rice 
and sugar cane. The case histories of these two products illustrate 
the working of the official policy. 


‘ 


®The Japanese Government Bureau of Statistics in calculations of net 
income from the figures of value of gross output used the following 
coefficients: agriculture, 70 per cent; mining, 81 per cent; manufacturing, 
industry, 43 per cent. Source: An Inquiry into National Income of Japon 
by the Japan Economic Federation, Tokyo, 1939. 
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The rice production of Taiwan at the time of the eccupation was 
about four million koku. Twenty-five years later, in 1920, it was 
$842,000 koku, or about the same in spite of the rapid growth of 
the population. However, from 4,843,000 koku in 1920, the rice 
crop rose to 9,558,000 koku in 1936, i.e., almost double Why was 
there little if any progress during the first twenty years of the Japa- 
nese administration and then a sudden jump? Not because the 
Japanese Government suddenly showed concern about the welfare 
of the native population but because in 1919-1920 there was a rice 
shortage and rice riots in Japan. Wherefore, the government worked 
out methods of increase of rise production in Taiwan and Korea in 
order to export more rice to Japan. Subsidies were granted, credits 
were opened, large irrigation works completed, and the crop rose 
to 9-9.5 million Roku in 1935-1939. But at the same time the con- 
sumption of rice by the local population fell from 1.28 koku per 
person per year in 1925 to 0.83 koku in 1938. It is quite clear, 
then, that the interests of the local population had nothing to do 
with increase of rice production.” 

In regard to sugar we know from the official Japanese sources, 
the motives which animated the government when it started the 
encouragement of the sugar industry on the island."° At the be- 
ginning of the century, Japan had consistently an unfavorable bal- 
ance of trade and the government was anxious to improve it. It 
was shown that if demand for sugar is satisfied from domestic 
sources, the unfavorable balance of trade would almost disappear. 


"Mrs. E. Shumpeter states (op. cit. p. 296) that “since 1899 the area 
under rice has not quite doubled, but the crop has increased nearly five-fold.” 
Unfortunately she overlooks the fact that the increase between 1899 and 1905 
was an increase only on paper: the administration estimated the crop much 
better than the old Chinese “inefficient” administration. For the population 
it meant an increase of taxation and not of crop. Compare these figures: 
1899 1905 1920 1939 
Crop in 1000 koku 2,053 4,354 4,843 9,152 
The year 1899 as 100 .... 100 217 241 456 

It follows that in the first six years under survey when the island was full 

f bandits and the administration had no money to invest in irrigation works, 
it succeeded in more than doubling the crop;. but in the next fifteen years 
the situation was stationary. How this taxation success was achieved is told 
by Takekoshi, op. cit., p. 94. 

The increase between 1920 and 1939 was a real one, but, as it is shown in 
the text, it brought a fall in per capita rice consumption by the native 
population. 

“Taiwan Jijo Taihoku, 1939, p. 485, ff. 
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The custom tariff secured the Japanese market for the manufac. 
turer. It is interesting to note that while the average annual 
sumption per capita of sugar in Japan in the five years 1933- 
was 22.8 kin, in Taiwan, sugar producing centre of the Empire, it 
was only 14.9 kin.” 

Apart from foodstuffs, industrial development in Taiwan has 
been very slow, as a result of deliberate government policy, 
1937 the gross value of production of textile industry was 5 millio; 
yen; of metals, 12 million; of machinery (and repairs of machip- 
ery), 8 million; of lumber industry, 5.5; of printing and binding, ; 
million; and of chemical industry (chiefly fertilizers) 33.7 million 


Ci 
10927 
192 
AY 


yen. Assertions made by some Japanese and American writers 
that industrial development in the Japanese colonies was proceed- 
ing at a more rapid pace than in Japan proper have no foundatio: 
Let us compare the following data compiled from the official Daiv 
pon Teikoku Nenkan and Takumu Tokei, Tokyo 1929-38. 


Gross value of Industrial Production 
The same as percentages 
Million yen of 1929 
1929 = 1937 1938 1929 = 1937 
Taiwan . 263.8 360.1 386.4" 100 137 146 


Japan . 7,716.8 16,412.5 19,667.2 100 rk ee 4 


Much of the growth that appears in this table is the result of 
rapidly rising prices, but this is not important for the problem | 
hand, since the rise of prices in Taiwan proceeded at the same 
tempo asin Japan. It is interesting also to note that the per capita 
gross value of industrial production in Taiwan was 58 yen in 192 
and 67 yen in 1938;-while the corresponding figures for Japan 
are 122.5 yen and 272 yen; that is, in 1929 the figure for Japan 
proper was 2.1 times as high as in Taiwan; in 1938 it was 4.1 
times as high as in Taiwan. It would seem, then, that there has 
been no radical change in Japanese industrial policy regarding 
Taiwan. This conclusion differs somewhat from such optimistic 
views on Japanese colonial policy as those published by Pro! 
Charles B. Fahs in 1940 when he wrote “Japan. . . . is now.... 
committed to a policy of assimilation among the colonies, Manchw- 
kuo, and Japan proper. Economically this will probably be mor 


tion 


give 


Kaizai Nenkan, Tokyo, 1940, p. 206. 

12The figure is an estimate of the author because data for machine industr 
for 1938 are not available. The author supposed that the value of producti 
of machine industry trebled in one year—a rather liberal allowance. 
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advantageous to the colonies than to the homeland because Japan 
has already embarked on a course of industrial development where 
the resources are located rather than on one of exploitation of the 
overseas areas merely as sources of raw materials for industries in 
Japan proper. Politically, on the other hand, if the program is 
successful, it means that there can be independence for neither 
Manchukuo nor Japan for each new step must mean closer ad- 
What kind of “cooperation” one can 


99138 


ministrative cooperation. 
expect in Manchuria and the Japanese colonies is clear from the 
example of Taiwan. 
A certain development of industry has undoubtedly taken place 
in Taiwan in the last four years, but of a special character. The 
Japanese Army and Navy knew that war in the Southwest Pacific 
demanded a development of military bases located nearby. The 
most important Japanese base for this theatre of war was Taiwan. 
A major base is not just a collection of ports and railways: ade- 
quate repair and manufacturing facilities must be at hand. The 
tages Japanese planners also saw that the development of these facilities 
required a much greater number of workers than were employed 
1938 in Taiwan industry ; but the worker must be able to understand the 


46 orders of his foreman, a Japanese, and to read the blue prints, an- 
id 


nouncements of the management, etc., i.e., some modicum of 
knowledge of the Japanese language was required. Thus, even the 
growth of primary education in Taiwan was partly stimulated by 
military needs. 


| oon is a Japanese colony the economy of which has been 
developed to serve the economic needs of Japan proper and the 
military needs of the Japanese base established there. Its popula- 
tion did not receive the benefits of this economic development and 
gives its “cooperation” to the Japanese for the same reason that 
prisoners give it to the administration of a prison. Since its con- 
quest, Taiwan had been a polizeistaat par excellence. In 1937 the 
number of policemen in Taiwan was larger than the number of 
teachers of all kinds; and while, in the same year, there was in 
Japan proper one policeman for every 1,052 persons, in agricultural 
Taiwan there was one policeman for every 580 persons. Every side 


“Government in Japan, Institute of Pacific Relations, New York, 1940, 
"D. 13-44. 
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of life in Taiwan is strictly regulated; thus, even such a questio; 
as to whether the Chinese be permitted, say, to celebrate thei 
religious festivals, is the question of administrative expediency and 
is up to the governor-general to decide. The lowest positions on the 
social ladder and suppression of all independent manifestations of 
Chinese culture and thought, that is what the Japanese regime 
brought to the natives of Taiwan. If, as a result of Japanese 
defeat in the present war, the connection of the island with the 
Japanese Empire is severed, there will be few islanders who wil 
regret the disappearance of their imperial masters. 


New York, June 1942 
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FINANCIAL PROBLEMS IN CHINA’S WAR 
AND POSTWAR ECONOMY 


FRANK M. TAMAGNA 


FF vs years of struggle against Japan have disrupted the 
long process of China’s economic unification. Divergent tendencies 
have arisen in the occupied areas and in different parts of Free 
China. While postwar economic forms will necessarily depend 
upon the final outcome of the war, they will be influenced to a very 
large extent by basic wartime trends which have already developed. 
An analysis of these trends is, therefore, essential to a study of 
methods and processes of postwar reconstruction. 

The financial policy of the Chinese National Government under 
war conditions is marked by unprecedented public outlays in excess 
of government revenue from taxation and savings, with resulting 
expansion in note issue and inflationary pressure upon prices. 

The outstanding feature of China’s tax system in prewar years 
was that three sources of revenue, customs duties, the salt tax, and 
the consolidated tax on commodities, were responsible for an an- 
nual yield of about CN$800 million,* or about 80 per cent of the 
total revenue of the National Government. It is difficult to esti- 
mate the total loss due to Japan’s seizure of the richest provinces, 
the naval and land blockade, and the general disruption of the 
national economy. Customs revenue in Free China’s ports amount- 
ed to about CN$70 million during 1938 and CN$50 million during 
1939, and probably did not rise above CN$75 million during 1940; 
collections during 1941 probably were much smaller, owing to the 
sharp curtailment of commercial (taxable) traffic. The decrease 
in the salt revenue is difficult to estimate, but the increase in receipts 
in some parts of the country undoubtedly failed to compensate for 
the considerable losses of the salt fields in the northern provinces; 
the revenue from this source after 1937 may be guessed to be from 
CN$50 million to CN$60 million a year. The yield of the con- 


*Ed. note:—The official exchange rate of the yuan or Chinese National 
Dollar, which was 29.75 U. S. cents in 1937 before the war, is now pegged 
at 5% U. S. cents, but in the absence of a free market this rate does not 
necessarily reflect the true exchange ratio. 
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solidated tax (collected on the production of cotton yarn, floyr 
sugar, tobacco and cigarettes, alcohol and wines, etc.) dropped ; 
insignificance with the loss of the industrial cities of Shanghai 
Tsingtao, Wusih, Hankow and Canton. The total reduction ; 
the fiscal revenue from the three sources is generally estimated a 
not less than 80 per cent of the prewar level. 

On the other hand, taxes on consumption were generally j; 
creased, and direct taxes (income, inheritance and excess profits 
which had accounted for a negligible sum before the war, came : 
represent an important source of revenue—estimated at near] 
CN$100 million for 1940 and about CN$150 million for 1941. |; 
come from government enterprises and monopolies undoubted! 
expanded on the whole, owing to the rise in prices and to new lines 
of foreign trade developed and monopolized by the Government 
the total revenue from this source may be estimated at from CNS$3() 
to CN$500 million. In all likelihood, the National Government's 
revenue ranged from CN$600 million to CN$2,000 million a year 
probably nearer the former figure in 1937-1938 and the latter figur 
in 1941. There has been, therefore, no net loss of money revenue 
as compared with prewar figures of about CN$1,000 million a year 
If the external depreciation of the currency and the rise in prices 
are taken into consideration, however, the net loss of “real” revenu 
between 1937 and 1941 might amount to 80 or 90 per cent. 

As this situation obviously called for radical readjustment, drastic 
steps were taken. The fiscal scheme adopted by the Third Financial 
Conference, which convened at Chungking in June 1941, amounted 
to an administrative revolution. The land tax, heretofore collecte! 
on a cash basis by previncial and Asien (district) authorities, 1s 
now collected in kind by the National Government ; as in the cast 
of other taxes, however, collection is not equally effective in all 
areas. Similarly, beginning in 1942, provincial budgets are 1 
cluded in the national budget, district treasuries are allotted fixed 
shares of certain national taxes and permitted to introduce certain 
local levies. This measure, along with further increases in indirec 


‘ 


taxes and changes in prices, might possibly raise the total Nationa 
Government money revenue: to some CN$5,000 million or mor 
during 1942. 

On the expenditure side, it is believed that the annual outlays 0! 
the National Government expanded from CN$2,100 million during 


1937 to some CN$10,000 million during 1941, and may well reach 
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Financial Problems in China's War and Postwar Economy 


double that figure during 1942. According to an official state- 
ment, national defense expenditures during 1940 amounted to 
53 per cent of the total, while civil expenditures were said to have 
been distributed as follows: loan service (22 per cent of total ex- 


penditures ) ; reconstruction, communications, education and cul- 


tural affairs (19 per cent); administration and miscellaneous (6 
ner cent). Aside from national defense, therefore, loan service 
continues to be the largest single item in the budget. Productive 
expenditures are relatively small. 

This rough analysis would indicate that total expenditures of the 
National Government during the period 1937 to 1941 inclusive 
amounted to some CN$25,000 million, of which probably not more 
than one-fifth was obtained through fiscal revenue. The balance 
was covered by bond issues, foreign credits and current borrowing. 

The government bond issues consisted of two types: so-called 
gold bonds and loans in national currency. The gold bonds are 
not actually linked in any way to the metal, but are denominated in 
Customs Gold Units,’ pounds sterling and dollars. Loan service 
and redemption in respect of subscribers abroad take place in dollars 
or pounds, while domestic subscribers are paid in national currency 
at the “trading” exchange rate.” The amount of gold bonds during 
1938-1940 was considerable, totalling 100 million Customs Gold 
Units, £20 million, and $100 million, the whole equivalent at then 
prevailing exchange rates to approximately CN$1,150 million. 

Loans in national currency without exchange guarantee were re- 
ported to have been issued by the National Government up to 
CN$3,430 million during the first three and a half years of war. 
With the exception of the first loan, issued in 1937 in a nominal 


F amount of CN$500 million, which was raised by open market sub- 


scription, these loans were almost exclusively taken by the four 
government banks (the Central Bank of China, the Bank of China, 
the Bank of Communications and the Farmers Bank of China) in 


‘The Customs Gold Unit is an accounting currency, originally based on 
a hypothetical gold content of 0.601866 grams of gold, equivalent to $0.677268. 
Before the opening of the Sino-Japanese war, its prevailing rate in national 

currency was 1 Customs Gold Unit=CN$2.260. In October 1939, its value 
was arbitrarily fixed by the Central Bank of China at CN$2.707. In April 

1942 the Ministry of Finance raised the theoretical gold content of the Cus- 

toms Gold Unit to 0.888671, placing it on a theoretical gold parity with 
the dollar. 

he “trading” rate was adopted by the Bank of gene in July 1939, on 

he basis of 7d. or $0.136; it was reduced to 4.500d. n August 1940. 
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settlement of previous advances. It may be assumed that the goy. 
ernment banks found it difficult, or even impossible, to unload j 
the market any significant amount of their bond holdings: cop. 
sequently the issuance of new bonds failed to bring about any 
contraction of bank note circulation. , 
The capacity of the Chinese banking system to absorb govern. 
ment loans, however, has by no means been exhausted. As a resy}: 
of credit creation by the banks of issue and the repatriation 
refugee funds from Shanghai and abroad, current deposits in th 
interior increased enormously after the middle of 1940. The ex. 
tent to which the lending capacity of the banks might be used 
largely depends on the form in which deposits are kept and th 
methods by which loans are floated. Official savings campaign; 
to induce the public to convert bank deposits into fixed accounts or 
to subscribe directly to government bonds failed to attract an 
sizable amount of floating (speculative) funds. The National 
Thrift and Reconstruction Movement, which was started under thy 
auspices of Generalissimo Chiang Kai-shek in September 1940, re- 
sulted in the opening of fixed accounts with official banking institu- 
tions for CN$725 million by the spring of 1942. In April 1942, the 
National Government decided to use part of the $500 million and 
£50 million loans from the United States and Great Britain as 
security for the domestic issue of Allied Victory Bonds and Say- 


to the equivalent of $200 million and redeemable in foreign cur- 
rencies in from one to ten years. It is thought that these bond 
issues may contribute toward freezing a portion of the floating 
funds and shifting some speculative hoarding from goods to foreign 
exchange ; this would have the effect of increasing the flow of goods 
into the commercial market and would counteract the inflationary 
trend to some extent. 

It is impossible to determine precisely how the use of foreign 
credits fits into China’s budgetary system. From the standpoint 
of administrative procedure, as foreign exchange credits are held 
by autonomous government agencies (such as the Central Bank of 
China and Central Trust of China; Universal Trading Corpora 
tion, for American trade; Exportleb, for Soviet Trade; etc.), ther 
use for government account creates a liability in national yuan du 
from the National Treasury to the autonomous agencies. As 
consequence, the use of foreign balances by the Government 
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Financial Problems in China’s War and Postwar Economy 


technically part of the internal, rather than external, public borrow- 
ing. The use of foreign credits provides the National Government 
with purchasing power which shifts the financial burden from the 
horrowing country —China—to the lending countries—the U.S.S.R.., 
the United States and Great Britain—to the extent that foreign 
supplies are made available under the credits; to the extent that 
repayments are made, the financial burden reverts to China. As 


information concerning government purchases abroad is a military 
secret, we shall consider below only those loans which were clearly 
intended to finance the National Government.® 

During the first year of hostilities, foreign loans were insignifi- 
cant. A £10 million credit was negotiated with the Government 
of Czechoslovakia for the purchase of general supplies, and two 
railway loans, totaling 630 million French francs, were obtained 
from a French banking group. However, the Czech credit was not 
used, and relatively small sums were paid out of the French loans; 
repayments were presumably effected, but this is not certain. A 
£20 million purchase credit, extended by Belgium in March 1939, 
probably remained unused. 

In October 1938 the first of a series of four loans based on barter 
agreements was negotiated with the U.S.S.R.; the total Soviet ad- 
vances amounted to 1,500 million rubles. Probably only about 
half had been disbursed by the middle of 1941, when, as a result of 
the Nazi invasion, Soviet shipments to China of mechanical equip- 
ment and other war materials were restricted. Deliveries from 
China of mineral and agricultural products were scheduled to take 
place during a period of from 5 to 10 years, beginning in 1938. It 
is likely that China received supplies from the U.S.S.R. worth some 
CN$500 million at official rates (1 ruble—=CN$0.63) and CN$3,000 
million at the prevailing free rates of the national yuan; probably 
one-third was covered by repayments. 

Loans made by the United States through the Export-Import 
Bank for agricultural and industrial products, amounted by the 
end of 1941 to $130 million, of which $92.1 million was disbursed 
and $26.8 million had been repaid. On the basis of current free 


‘Other foreign balances, such as those arising from the liquidation of the 
silver stock or obtained through monetary arrangements, were used by the 
National Government and its agencies for general currency stabilization 
purposes, as well as for covering specific Government expenditures abroad. 
Foreign material assistance provided through lend-lease arrangements is not 
included in the budgetary system of the National Government. 
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rates, disbursements and repayments amounted to about CN$] SV 
million and CN$500 million, respectively.* 

sritish assistance to China was on a much smaller scale 
the credits granted for specific commercial and railway purposes 
totaling £18 million, perhaps less than £10 million was used a 
less than £5 million repaid; the outstanding used balance, as 
the end of 1941, probably did not exceed a few hundred milljo; 
national yuan at the then prevailing free rate. 

Thus, the total foreign contributions to China’s war effort up: 
the end of 1941 may be estimated at less than CN$3,000 millio; 
but it is not clear whether this sum should be added to, or consider 
included in, the estimated government expenditures. 

As the required diversion of the flow of money from the private 
to the public sector of the Chinese economy could not be achiev: 
by taxation and savings alone, current borrowing from the { 
government banks and, in consequence, money printing, represent 
the only alternative method of filling the monetary gap. Between 
June 1937 and December 1941, the note issue of these banks ros 
by an estimated CN$13,500 million to perhaps CN$15,000 millio: 
This figure is close to the estimated monetary deficit between ¢ 
ernment receipts (from taxes and savings) and expenditures 
civilian and military purposes). It would appear that from 50 t 
60 per cent of the public outlays were financed through inflati 
Under the impact of the war, the characteristic inflationary cvck 
currency, prices, currency—could never be interrupted and led 1 
the steady depreciation of money in terms of goods. 


oe there is no doubt that Free China is in the midst of a mos 
serious inflation. Notes in circulation of the four government 
banks, which totaled CN$1,407 million in June 1937, increased at 

monthly rate of about 3 per cent during the second half of 1937 a1 

2 per cent during 1938, reaching probably CN$2,000 million 1 
December 1938. During the second half of 1937, wholesale prices 
rose at a rate of 2 per cent per month in Shanghai, the center 0! 
the zone especially affected by the hostilities; wholesale prices 1! 
the interior advanced slightly. During 1938, as an immediate con- 
sequence of the shift in hostilities from the lower to the upper 
Yangtze Valley, prices were relatively stable in Shanghai, but as 


4By the end of March 1942, disbursements had increased by $1.5 millio! 
(CN$28.2 million) and repayments by $4.5 million (CN$84.7 million). 
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umed a definite upward trend in the interior. By the end of 1938, 


i 
Su 


the area of hostilities had become more or less stabilized, and prices 


Pheoan to move predominantly under the influence of monetary and 


supply factors. Currency in circulation during 1939 increased by 


FC N$1,000 million, at a rate of 4.5 per cent per month. Prices in 
Chungking and Shanghai stepped upward at an average rate of 


Sto 10 per cent per month ; as a result of the relative isolation from 
abroad, together with good crops, the advance in prices in the in- 


Ferior was held down, as contrasted with Shanghai, where deprecia- 


tion of the exchanges and a considerable inflow of refugee money 


Fcreated an industrial and real estate boom. 


During 1940 the situation underwent a fundamental change. 


Notes in circulation of the four banks rose by CN$1,000 million, at 


a monthly average rate of 5 per cent, during the first half of the 
vear, and by an estimated CN$2,500 million, at a monthly average 


fof 10 per cent, in the second half. During 1941, the expansion prob- 


ably totaled CN$8-9 billion, at a monthly average rate of 11 per 


avi 


cent. Beginning in the spring of 1940, prices in Free China shot 


up rapidly, and by the latter part of 1941 they had reached an alarm- 
ing average of perhaps 27 times the prewar level; in Shanghai, on 
the contrary, prices continued a rather regular and slower uptrend 


(around 9.5 per cent per month). Currency expansion and rising 


prices have continued to prevail during 1942. 
The prerequisites to a policy of war finance free from the out- 


Fward effects of inflation are two: a supply of civilian goods con- 


sidered adequate according to current social standards, and admin- 
istrative efficiency in the control of distribution. It is clear that 
these two prerequisites do not exist in Free China. The ever-ex- 


panding war demands of the National Government can be met 


neither by increasing productivity nor by voluntary or planned re- 
duction in civilian consumption. Transportation difficulties make 
it impossible for Free China to depend upon foreign supplies to any 
significant extent. Inflation represents a method of capital levy 
and forced savings; despite the social dislocations it causes, it is 
for China a practical means by which the Government can acquire 
the purchasing power which it needs’ and must perforce use in 
competition with that in the hands of the public. 

It is difficult to evaluate precisely the economic effects of the in- 
flation. Credit expansion at low interest rates and the rise in 

ices contributed toward alleviating the financial burden of 
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farmers. There were few land transactions after 1938, chiefly pp. 
cause the cases of distress sales from indebted farmers were te. 
duced. Moreover, there was no general improvement in the utiliz.. 
tion of land, as farm implements could not be easily obtained, ap) 
costs of operation soared, with the result that land investment ja. 
ed to attract speculative attention. Consequently, the rural com. 
munity achieved a high degree of financial liquidity and soci 
stability, but the war brought about a deterioration in the technic, 
productivity of agriculture. Aside from this, the inflationary polic 
of the National Government had two distinct effects, industria 
development in the interior and hoarding. 

Unlike the situation in more advanced countries, where the chie 
task in time of war is to secure the efficient utilization of existing 
equipment and the transfer of productive resources from peace. 
time to wartime needs, China’s big problem has been to create ney 
productive plants and expand the volume of production of bor} 
military supplies and consumer goods. According to a report 
the Ministry of Economic Affairs, which is believed to include al 
Free China’s industrial enterprises regardless of size, industrial 


in 1939 and CN$3,400 in 1940. Even more important advances 


were reported for 1941. This expansion—equivalent in. stable 
wholesale prices (as measured by the Chungking index) to about 
10 per cent a year—is particularly significant in view of the tech: 
nical difficulties under which production is carried on. Mone 
capital can be turned into productive investments only as long a Majo 
there are materials and labor available. Economic development i I, +) 
Free China is restricted, not by want of money capital (which is to gr 


nment 


artificially created by the issue banks’ financing of gover bine 
deficits), but by shortages of capital goods and equipment, the ex- HR creas 
tremely inadequate system of transportation and the lack of skilled 

labor and technicians. 

The development of strategic industries (mining of vital metals 
manufacture of military supplies, and electric enterprises) 1s tt 
served exclusively to the National Government. The Government’ 
management of these industries is characterized by monopolistic 
practices and based on political and military consideration. Cor 
sequently, the level of production in this public sector is not de 
pendent upon the relative trends of costs and prices. In the private 
sector, primarily devoted to production of consumer goods for th 
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Phas created conditions favorable to full employment of existing re- 


Ecources, With a mushroom growth of marginal activities. Accord- 
fing to the Ministry of Economic Affairs, 448 private factories 
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and the civilian population, the uninterrupted rise in prices 


chiefly textiles) were in operation in Free China at the end of 


§1940, excluding home industries and small workshops. In addi- 


Hion, the Industrial Cooperative Movement, launched in 1938, 


brought into existence 1,358 units by September 1939 and 2,300 
units by October 1940.° These industrial enterprises are generally 
fnanced through loans and operate at progressively higher prices 
Mor their output; as a consequence, they are in a position to dis- 
‘count their current costs of production and debit balances by the 


bprospective increases in value of their output. This permits them 


to operate at unusually high costs of production, and any policy of 
price stabilization could not fail to have an important deflationary 
bearing upon such productive activities. 

| Recognition of the existence of this productive element in the in- 
Hiationary process should not lead, at the present stage, to under- 
estimation of the parasitic influence of commodity hoarding. Log- 
ically and historically, the inflation preceded the hoarding. Dur- 
ing the first three years of the Sino-Japanese war, the price of food 
was conspicuous for its stability; the rural areas in the interior, 
which enjoyed two exceptionally good harvests in 1938 and 1939, 
absorbed and hoarded a considerable amount of bank notes, thus 
attenuating the general effects of monetary expansion. During the 


pmiddle of 1940, a bad harvest—which was reported to have been 


about 50 per cent below normal—caused foodstuffs to take the lead 
in the rate of increase of prices. Hoarding shifted from bank notes 
to grains and staple commodities, thus accelerating the velocity of 
circulation, This situation continued during 1941 and 1942, as in- 
creasingly acute shortages in manufactured goods added to the 
existing distress in food supplies. 

The hoarding of commodities is a profitable investment when 
prices are rising rapidly; this type of investment involves private 
money, as well as mercantile and banking funds. As hoarding be- 
comes more widespread and covers a,broader range of goods, it 
enhances inflation by withholding supplies from the commercial 
market ; it may further disrupt the economic life of the country by 


*A policy of consolidation, which was inaugurated in 1941, reduced the 
number to 2,000 in March 1942. 
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diverting credit from productive activities. Administrative measyy 
against hoarders and their financing were adopted by the Nations! 
Government in 1941, but these are necessarily limited in effectiy, 
ness, especially so long as the so-called floating funds (cash ap¢ 
current accounts) in the hands of the people and private banks ay, 
not fixed in savings accounts and their use is not diverted from 1 
private to the public sector of the national economy. 

The National Government is now confronted with the diffcu: 
task of controlling a dangerous inflationary process. The | 
urgent problem is not how to arrest the expansion of note issue or 
even the rise of prices, which under war conditions are bound : 
persist, but, first, how to propel newly-produced consumer goog 
into the market and, second, how to absorb newly-formed floating 
funds. The National Government has taken steps in both di 
ections. The collection of the land tax in kind is mobilizing grai 
which will be used to satisfy the Army’s consumption needs and: 
counteract local food shortages. The issuance of dollar-secur 
bonds and certificates is designed to absorb floating funds and: 
shift hoarding from commodities to foreign exchange. The sw- 
cess of these measures will depend almost exclusively upon t! 
administrative efficiency of the collecting agencies and the public's 
confidence in the new bond issues. In case of failure, the pos- 
sibility of more drastic action, such as the introduction of a ney 
monetary standard and the liquidation of the present note issu 
may be considered. Significantly enough, in April 1942, the Min- Jap 
istry of Finance revalued the Customs Gold Unit from 0.6018¢% abl 
gold grams to theoretical parity with the dollar, or 0.888671 gold 
grams, and announced the placing in circulation of some 
million Customs Gold Unit notes (equivalent to CN$2,000 mil 
lion). The theoretical parity with the dollar may possibly give the 
new gold notes the prestige that the national yuan currency has 
lost, especially if free convertibility of the gold notes into “frozen 
dollar accounts were to be allowed. 


processes and disintegrating influences are (e> 
tined to characterize China’s financial trends under conditions © 


war and economic isolation. In postwar China, financial reorgan- 
ization will be a prerequisite to economic reconstruction; but! 
peacetime forms of China’s financial structure will be determi 
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| largely by basic wartime trends. The policies followed by the authori- 
S'S - ss 


ties of both Free and Occupied China represent a strong tend- 
ency toward state financial capitalism, while in the northwestern 
border district and the guerrilla bases, some remnants of feudalism 
and elements of a primitive quasi-socialist economy exist. The 
- expansion of public financial agencies in both Free and Occupied 
China has been accompanied by an uninterrupted deterioration of 
the private credit system. These basic trends are conducive to 
political, rather than economic, techniques of finance; after the 
war, initiative, resources and control will presumably continue to 


Issue or 


ound t be held and exercised by the Government. This underlying political 
© goods factor will determine the ways and means by which capital for 


floating reconstruction will be raised and distributed. 

dir- In particular, the National Government will be faced with the 
problem of re-integrating the economies of the Japanese-occupied 
areas into a scheme of national development. Under Japanese 
domination, China’s economy is being developed on a regional, not 
national basis and according to Japanese not domestic needs. Reg- 
ional development facilitates the diversion of China’s economic re- 
sources to Japanese uses; exploitation of raw materials and the 
building of factories is determined according to Japan’s require- 
ments. Such a process is providing China with specialized and 
localized productive capacities, which are the appendage of a highly 
diversified foreign economy, that of Japan. The long term aims of 
Japan’s financial policy in China have already been made unmistak- 
ably clear. 

The planning and control of investment policies in China are 
reserved exclusively for the Japanese Government, which directs 
the flow of capital either through semi-official holding companies or, 
indirectly, by supervising Sino-Japanese private undertakings. 
The large-scale requirements of the strategic industries make it 
necessary to restrict the flow of capital into non-essential indus- 
tries; consequently, enterprises in the field of domestic consump- 
tion are bound to remain undeveloped and to suffer from lack of 
capital. 

Monetary and trade policy is nominally entrusted to regional 
Chinese authorities. The monetary policy adopted under Japanese 
direction by the new banks of issue in Occupied China is designed 
toestablish and maintain a decentralized.system of regional money 
markets, characterized chiefly by the varying degree of their integra- 
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tion with the yen monetary bloc. In applying measures of foreig; 
exchange control, China may not infringe upon the principle of 


Moreover, the actual execution of foreign exchange policy is en. 
trusted to an official institution of the Japanese Government, the 
Yokohama Specie Bank, which acts as the foreign exchange agent 
for the Chinese central banks. The administrative procedure j 
calculated primarily to direct credit and trade according to Japanese 
requirements. Credit and monetary transactions (e.g., domesti 
commercial banking operations) which do not affect the investmen 
field or the external position of the currency may be autonomous) 
managed by Chinese banks. . 


bearing upon China’s political position. Internally, only a diversi- 
fied industrial structure can provide the economic and social en- 
vironment within which independent political forms can be ex- 
pected to grow. A regional economic development would create 
a basic social structure obstructing any future process of political 
unification. Thus, Japan’s policy is not necessarily directed 
against the building of factories in China, but against the develop- 
ment of a diversified national economy and, consequently, against 
the creation of a modern and independent China. 

The magnitude of the task which will confront the National 
Government after the war will depend, in particular, upon the 
length of Japan’s occupation of Chinese territories. China’s im- 
mediate postwar financial problem will be monetary reform. This 
will involve withdrawing and reorganizing the various domestic 
note issues in circulation and adjusting the external value of the 
national currency to its internal purchasing power. Placing cen- 
tral banking functions under unified control and reorganizing the 
ordinary banking system will be essential to the success of the 
monetary reform and to the reestablishment of a working credit 
structure. 

Unified control of central banking functions is now, and will 
probably continue to be, the fundamental problem of China’s finan- 
cial administration. Considerable progress has already been made 
through establishment of the Joint Administration of the four 
government banks. Since the middle of 1941, a certain specializa- 
tion of function among the four banks has become apparent, with 
the Central Bank of China playing the leading role in the Joint 
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' Administration and the Exchange Control Commission. Actual 
separation of their fields of activities—with the Central Bank of 


China as the sole bank of issue, bankers’ bank, and fiscal agent ; the 


' Bank of China as the official exchange bank; the Bank of Com- 
' munications as the industrial financing institution ; and the Farmers 
| Bank of China as the agricultural and developmental agency—is 


looked upon as the ultimate aim of the National Government’s cen- 
tral banking policy. At the beginning of June 1942, the Joint Ad- 


| ministration of the four government banks decided that the Central 
' Bank of China should henceforth be the sole bank of issue and 


fiscal agent. With the concentration of note issue, the Bank of 


China, the Bank of Communications and the Farmers Bank of 
China were required to turn over to the Central Bank of China 


their reserves against notes; in turn, the Central Bank of China 
is to pay interest on these reserves and rediscount for the three 


| banks at rates of 2 to 4 per cent lower than their rates for discount 


and advances to customers. It is still doubtful how this division 
of labor will work out in practice and what functions the Joint 
Administration will be called upon to perform in future. 


Desirable as this change is likely to be from a long-term view- 


| point, its importance to the early period of postwar reconstruc- 


tion should not be overestimated. A more urgent task will be the 


; internal reorganization of the four banks, which are being burdened 


with war advances and the financing of wartime economic activities. 


Settlement of losses will probably proceed along the usual lines, 


i.e, delivery of long-term bonds from the National Treasury to the 
banks, The liquidation of the Japanese-dominated banks of issue 
in occupied areas (the Bank of Mongolia, the Federal Reserve 
Bank of China and the Central Reserve Bank of China) could be 
effected either through merger with one of the four government 
banks or through reorganization as provincial institutions. These 
banking readjustments—as well as local currency reforms—are, 
in China, routine operations, in the handling of which Chinese 
bankers have developed exceptional skill. 

Similar considerations apply to ordinary banking functions (ac- 
ceptance of deposits, extension of credits, and movement of funds) ; 
in this field, the participation of government and other official in- 
stitutions has always been particularly important and has increased 
further in Free China during recent years. The reestablishment of 
a working credit structure after the war should not present insur- 
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mountable difficulties. 

A certain deterioration is bound to occur, however, in the te 
nical organization of the credit structure, Under the impact of | 
war the development of organs of interbank operation and relatioy 
ship has ceased entirely, while the process of coordination betwee 
the private credit market and the agricultural, industrial and pub) 
sectors of the national economy has come toa standstill. It 
expected that the modern money market will again be faced by ¢ 
same problems which confronted it in 1936-1937: how to provi 
funds for the traditional forms of petty economic enterprise, | 
to promote balanced readjustments between the various eco 
sectors of the country and how to introduce new credit instrument 
The lack of commercial paper and rediscount facilities will « 
stitute one of the basic weaknesses of the credit system, althon: 
this would hardly hamper the flow of working capital to mode: 
commercial and industrial enterprises which are financed by 
draft credit. The expanding system of cooperative organizatio: 
may be expected to provide the basis for short-term: bank finance 
of agriculture and small industries, but the introduction of adequa 
credit facilities from modern banks for petty trade will undoubted! 
represent a more difficult task. In general, it may be expected t 
the credit provided by modern banks will be increasingly distribut 
through official channels, either by direct government financing o1 
by the financing of semi-official organizations on cooperative, rather 
than individual, security. 

But the coordination of central banking functions under uni 
control and the reestablishment of a working credit structure, wil! 
not solve China’s major postwar financial problem-——the suppl 
capital funds for reconstruction and development in agriculture a 
industry. As banking liabilities consist chiefly of short-term d 
posits and there is no investment market, modern banks are ! 
in a position to tie up their assets in long-term operations. No 
have other institutions developed with savings funds. investal 
in long-term financing. Consequently, after the war, China’s 
gent and large capital requirements will be satisfied less by 
application of orthodox principles of finance than by a systen 
combination of special arrangements. 


I HE possibility of raising capital is twofold, from abroad a 


at home. Capital from abroad may be obtained through an os 
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cess of imports of goods and services over exports, made possible 
hy the use of foreign exchange resources, lend-lease arrangements, 
foreign borrowing and direct: investments.” Capital at home: ts 
formed by excess of production over consumption and may be 
raised through voluntary savings, inflation and taxation. The ex 
tent to Which any of these forms wall prevail will depend upon 
social and political tendencies, which cannot yet be accurately fore 
seen, 

China’s foreign exchange resources consist of those Chinese 


owned, easily realizable assets which are held abroad for offieral and 


private account, As ofheial funds are part of the monetary reserves 


of the country and have been unavoidably drained for war purposes, 
their use in reconstruction work after the war ts highly problematic 
Private funds, on the contrary, are held abroad for security and 
stability of value; a considerable portion is held by or through 
various Chinese ordinary banks, which consider these funds as part 
{their cash reserves, [tis in the field of rehabilitation of private 
industry that the Chinese ordinary banks may be called upon to 


play an important role after the war. The possibility may be en 


"The possibility of raising capital abroad through the use of current 
redits of the balance of payments has been purposely excluded from. this 
tudy, as it is dificult, if not impossible, to envisage a postwar balance of 
payments. However, the long term trend points to a gradual deterioration 
{ China's international cconomic position, While prior to 1932, China's 
halance of payments was characterized by a net residual credit, which was 
covered by imports of silver, in the following years a series of debit balances 
resulted in. an uninterrupted export of silver and flight of capital and forced 
the four government banks to draw increasingly upon their foreign exchange 
resources, Estimates of China’s balance of payments indicate that during the 
leeade 1931 to 1940 net outpayments for trade and services exceeded net 
inpayments for remittances from overseas Chinese and foreigners’ expendi 
tures in China by an average of about 90 million a year-—-which was covered 

the inpayments on capital (foreign investments and credits) and treas 
ure (exports of gold and silver) account. Greatly rediiced remittances 
ind foreign expenditures seem to be in’ prospect Consequently, wath 
er bullion holdings entirely exhausted and her foreign exchange resources 
largely depleted, China will be faced, after the war, with extreme difficulties 
n meeting the debit balance on trade account, which will occur if her basic 
needs for consumer and capital goods ave to be satisfied, Unless foreign 
ipital is to be forthcoming, China will be forced to maintain a severe 
loreign exchange control and to rely upon her domestic resources, with con 
equent inflationary pressure and lowering of the standard of living, for 
\hatever reconstruction or development plan is applied. The problem of 
China’s balance of international payments is discussed at length in) my 
lortheoming book, Banking and Finance in Modern China, to be published 
ly the Institute of Pacific Relations. 
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visaged of mobilizing their foreign funds as security for the issuance 
of an intermediate industrial credit instrument, similar to the trus 
certificate, which could be used by Chinese private industry for 
the purchase of equipment abroad. As these certificates would he 
issued by Chinese banks and accepted by foreign banks (on the 
guarantee of the Chinese banks’ foreign balances), they would be 
negotiable in China and abroad and would, therefore, contribute 
toward introducing something in the nature of an acceptance paper 
in the Chinese modern money market. 

The lend-lease policy adopted by the United States has brought 
into existence a system of international transfer of tangible values 
without monetary counterpart. The continuation of this policy 
after the war will depend not only upon the development of inter- 
national political relations, but also upon economic and social tend- 
encies in industrial countries. Undoubtedly, lend-lease or some 
other form of international subsidies would represent a very im- 
portant factor in postwar reconstruction. Any such arrangements, 
however, being political in nature, will probably be restricted to 
supplies of materials and services needed by China for social re- 
habilitation and public reconstruction; it is doubtful whether they 
will be sufficiently large to form an adequate basis for long-term 
development, either public or private. 

In this field, capital and technical skill could be made available to 
China in the form of loans and direct investments. In these, the rela- 
tively new device of the government corporation or authority might 
very well be assigned a major role. An international government 
holding company might prove a suitable device for distributing in- 
ternational public lending and stimulating private investment 
abroad. Financial operations would be undertaken at the govern- 
ments’ risk or with the governments’ guarantee ; thus interest rates 
could be kept low and repayments spread over extended periods of 
time.’ These long-term operations would have an immediate bear- 
ing upon the short-term management of exchange rates ; therefore, 
the terms, conditions and modes of monetary transfer would re- 


7As these loans and investments in international development projects may 
not always bring full returns and repayment, they could not be undertaken 
on the basis of strict business principles. On the other hand, the lending 
governments would be in a position to appraise the indirect effects of such 
a program on their internal economies and to bear the cost as a part of ther 
expenditures on behalf of national prosperity and international security 
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quire close coordination between the Central Bank of China and 
the central banking authorities of the creditor countries. 

The only forms of visible savings in China are bank deposits and 
there is no developed private investment market ; consequently, the 
process of raising capital at home, using savings, would require a 
diversion of bank resources from short-term employment to inter- 
mediate and long-term investment. The economic basis for any 
development policy is, of course, a protective tariff or subsidy 
system. In the financial field, a decline in the short-term interest 
rate and an expansion of the fixed liabilities of the modern banks 
are prerequisites to the formation of an investment market. How- 
ever, in the immediate postwar period, adequate technical arrange- 
ments will have to be made to meet the urgent need for investments. 
The flow of long-term credits for development purposes would be 
facilitated if the modern banks could be provided with means for 
meeting their short-term liabilities by resuming their participation 
in the financial operations of public agencies (such as the Agricul- 
tural Credit Administration and the China Development Finance 
Corporation) established before the war to provide various types 
of credit to agriculture and industry. Such participation would in- 
troduce a general distribution of risk, as each bank would under- 
write only a limited share of each credit operation. Furthermore, 
bank loans and investments made through these agencies could be 
rendered eligible for guarantee by the National Government for ad- 
vances through the Joint Reserve Board of the Shanghai Bankers’ 
Association and for advances or discount at the Central Bank of 
China (or Central Trust of China). Such arrangements would give 
the banks a guarantee of liquidity for their fixed assets and would 
obviate, therefore, the major obstacle to the employment of bank 
resources for the financing of development projects. 

But, while there need be no limit to the formation of bank 
credit, which may be artificially created by central bank financing 
operations, bank credit can be turned into productive investment 
only so long as labor and materials are available. Expansion of 
central bank credit in excess of currently available productive re- 
sources results in a flow of money larger than the flow of goods— 
the characteristic phenomenon of inflation. Under the pressure 
toward rising prices that follows, marginal resources are brought 
into active production and, thus, total output is expanded. The 
direct control of central bank credit empowers the Government to 
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preempt productive resources for the purposes of state policy; in 
this way production can be diverted from consumption goods 
capital goods, with the result that a limitation of consumption, 
forced savings, is unevenly imposed upon the various classes 
population. Within limits, therefore, this expansionary procedur, 
represents an instrument not only for raising the productive capacit 
of the country, but also for selectively distributing productive re- 
sources according to the government economic policy. 

In addition, a tax policy for distributing the burden of reconstruc- 
tion and development according to social and political considerations 
is feasible. A policy of general taxation, higher than current cost 
of the state require, brings about a limitation of consumption and 
provides the Government with revenue surpluses which may 
invested in long-term development projects, thus adding to the 
total wealth of the country. <A policy of specific taxation may 
be used for diverting the purchasing power of the public fro 
goods which compete with state requirements to non-competiti 
goods and services, thus augmenting the flow of production devoted 
to development purposes. 

Probably no single method of capital raising will solve China’ 
postwar problem, but a combination of foreign assistance and 
domestic effort may be the only reasonable policy. The National 
Government is fully aware of the opportunities for industrialization 
and feels the need of capital; naturally it will be tempted to follow 
inflationary methods and self-sufficiency, with a consequent lower- 
ing of the standard of living, if foreign capital is not made available. 
On the other hand, China should prepare herself for a maximun 
effort on the home front, as foreign assistance will necessarily be 
limited and might, under certain circumstances, become undesir- 
able. 

It seems probable that extraterritorial rights and other foreign 
privileges will be wiped out during the course of the war, and that 
foreign prewar and war loans will be canceled at the peace confer- 
ence as an international gesture to China. It may be advisable for 
foreign countries to undertake such steps voluntarily, in order 
avoid the political controversies arising from a repudiation by 
China. However, new foreign assistance would continue to carry 
foreign influence, if no longer foreign domination. The extent t 
which China will accept foreign assistance will, therefore, depend 
fundamentally upon the international political relations developed 
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Financial Problems in China's War and Postwar Economy 


during and after the war. Furthermore, as the war progresses and 


expands, it magnifies the problems of reconstruction on a world- 


wide scale; in the immediate aftermath industrial countries, includ- 
ing the United States, will probably face difficulties in meeting 
domestic and foreign demand for capital goods. Moreover, it may 
be inadvisable for China to accumulate large foreign debit balances 
on capital account, as they would result in heavy fixed charges in 
her balance of payments and, in the long run, hamper further 
readjustments. 

A situation may be envisaged in which the lending governments 
(especially the United States) would assure themselves that the 
projects to be undertaken are reasonably capable of achieving the 
desired results, while China would provide as much material re- 
sources and technical skill as possible and undertake the maximum 
responsibility for making her economic plan a success. Foreign 
resources should be carefully husbanded and foreign loans should 
be made in such form as to be disbursable only in goods and services 
actually needed by China and repayable in goods produced by 
China—similar to the past arrangements of the Export-Import 
Bank of Washington.* There should be no need for further recourse 
to “stabilization loans” of the traditional type, as a unified and 
independent China should be able to protect her currency, at first 
by foreign exchange control and in the long run by inspiring con- 
fidence through prestige and economic power, not by artificially 
supporting exchange rates through dissipation of precious foreign 
resources. In this connection, financial and administrative assis- 
tance of the type granted by the United States and Great Britain 
through the Chinese-American-British Stabilization Board of 
China will undoubtedly be more valuable to China than monetary 
loans. 

In the domestic field, it cannot be expected that voluntary sav- 
ings from a depleted economy and taxation by a disorganized ad- 
ministration will cover China’s urgent and large investment re- 
quirements after the war. Only the use of central bank credit can 
provide the financial basis for full utilization of the economic 
resources of the country and a redirection of its productive effort 


_ “The use of the loans of the Export-Import Bank of Washington to China 
is restricted at present to the payment of purchases in the United States 
by Chinese official agencies; the repayment of the loans is made through 
stipulated purchases of Chinese-produced commodities (tungsten, wood, oil, 
tin) by official American agencies. 
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from consumption goods to reconstruction and development. The 
degree of monetary expansion and the possibility of containing jt; 
inflationary pressure within controllable limits will depend uy 
the extent to which capital from abroad is contributed. Hoy. 
ever, the productive effects of an expansionary policy purpose! 
dedicated to economic development should not be overlooked, A; 
the capacity of the country to produce is expanded, an increase; 
production of consumption goods will eventually counteract the 
inflationary pressure of monetary expansion. 

It may be concluded, therefore, that after the war China will need 
foreign assistance in order to cover her requirements for recop- 
struction and development. If political conditions or economic 
difficulties should hamper the flow of adequate quantities of goods 
equipment and skilled labor from the industrial countries, 
China will have to depend upon her own resources, and endure tly 
economic and social strains resulting from inflationary techniques 


of domestic financing. 
New York, July 1942 
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NOTES AND COMMENT 
RECENT DISCUSSION ON CHINA’S 
FOOD PROBLEM* 


The following article was first intended for the Chinese periodical, 
Tue NANKAI SoctaL AND Economic QuARTERLY. Readers of 
Pactric AFFAIRS will find it interesting as indicative of recent think- 
ing among Chinese economists. 


Dice the summer of 1939, food prices rose by leaps and 
hounds and the market supply of food was so distorted that both our 
civilian and army provisions were threatened. At first when this situa- 
tion occurred only in Yunnan, particularly in Kunming, people won- 
dered whether it might not be a local problem. Later on, however, it 
spread to Szechuan, Kweichow, Fukien, Chekiang and almost all over 
China. The seriousness of this situation was recognized by both the 
people and Government; but as to what the real causes were and how 
long this situation might last, the public were at a loss. Meanwhile, the 
discussion became so heated that a mass of literature dealing with var- 
ious phases of this problem was published. Pros and cons were readily 
brought forward. Both the central and local governments tried out 
various schemes. The turmoil did not clear up until the new Ministry 
of Food was established, and various programs set into motion, viz., 
the reversion of land tax to the payment in kind and government pur- 
chasing of foodstuffs with Food Treasury Notes. Since the new pro- 
grams were, in one way or another, products of the previous discus- 
sions and trials, it will not be without interest to review the main 
articles and monographs published on this problem. 


I 


During the food crisis, the first question facing the public was whether 
there was any real food shortage. The producers, landlords and poli- 
ticians not infrequently expressed the opinion that the crisis was just 
due to the bad crop. However, scholars and experts did not agree; 
instead, they argued that the small crop was one thing and the food 
crisis, another. To begin with, Dr. H. S. Tang and Mr. H. C. Tu of 
the National Yunnan University, Mr. S. L. Chow of the National 


*Except otherwise noted, all publications cited in this note are published 
in Chinese. 
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Agricultural Research Bureau, and Mr. C. Y. Wang of the Rice an; 
Wheat Improvement Bureau in Yunnan, were all of the opinion t 
the food crisis in Kunming since the summer of 1939 was due to othe 
factors than the small crop... Dr. Tang and Mr. Tu proved from 
crop reports published by the National Agricultural Research 

and the price data collected by themselves, that the coefficient of 
relation between the rice harvest and price variation in Yunnan f; 
1934 to 1939 was negligible, amounting only to 0.0433. Messrs. (] 
and Wang concluded, after their survey of rice production in Yun 
Province, that there might be a 5 per cent shortage of rice f 
consumption of the whole population, but this shortage was, ii 
supplemented by the production and consumption of other cereals 
analyses contradict the statement made by the Governor of Yum 
Province, who claimed that the food shortage was a fact, recurren: 
every three or five years in the past as shown by the importing of ; 
from outside.? At such times around 5,000 tons of rice were usual! 
imported from Indo-China. Now does this fact invalidate the ab 
analyses? The reviewer would say that the rice imported was 1 
for levelling out the rice price and not for filling up the gap of short 
If the shortage were a reality, the rice price ought not drop on the « 
of the harvest in 1940. Incidentally, it should be pointed out that t! 
analysis made by Dr. Tang and Mr. Tu is subject to criticism for: 
having deflated the price series before studying the correlation. 

The food crisis experienced in Szechuan revealed the same stor 
The rice harvest in 1940 was really a bad one. In comparison with t! 
in 1938 and 1939, it decreased nearly 40 per cent. Thus, in this sprir 
many members of People’s Political Council estimated that there \ 
be a rice shortage of about 30,000,000 shih piculs in the cro 
1940-41. However, this opinion has been refuted by Dr. T. H. Shen, 
the National Agricultural Research Bureau, Dr. L. J. Chang, of t! 
National Food Commission and Mr. P. Y. Tu.* Dr. Shen 
Chang both proved their argument by adducing past experience ai 
statistics of food production and consumption. It is a pity that the food 
statistics do not agree with each other. For instance, Dr. Sher 
1Tang, H. S. and Tu, H. C., A Study of Marketing and Prices of Rice 0 
Yunnan Province. National Yunnan University Press, no. 2, 1940. Chow 
S. L., “Rice Production and the Food Problem in Yunnan Province,” Centra 
Daily News, Kunming, March 4, 5, and 6, 1940. Wang, C. Y., “Some Sug- 
gestions for the Fundamental Solution of the Food Problem in Yunnai 
Province,” Economic Mobilization, vol. 4, no. 5, May 1940. 

2Yunnan Daily News, Feb. 29, 1940. 

8Shen, T. H., “Food Supply and Rice Price in Szechuan,” Ta Aung Pao 
Nov. 17, 1940. Chang, L. J., The Food Problem in Szechuan, 194 
Tu, P. Y., “The Food Problem, From Last Year to the Present Year 
Ta Kung Pao, Feb. 4, 1941. 
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wine those of the National Agricultural Research Bureau, estimated 
normal rice production in Szechuan as amounting to 140 million 


shih piculs, and rice consumption, 130 million, while Dr. Chang, using 


nose of the Agricultural Improvement Bureau in Szechuan and his 
vn estimates, estimated rice production at 120 million shth_ piculs 
nd rice consumption at 100 million. These different estimates never- 
theless led to the same conclusion, that, in normal years, Szechuan not 
nly has no food shortage but rather has a surplus. On the other 
sand, they both pointed out the fact that the rice production in 1937 
ras much worse than that in 1940, yet food prices were quite stable in 
che former year. There was indeed a small amount of rice imported 
» outside in 1937, but the price of imported rice was even higher 
than the market price in Chungking. Mr. P. Y. Tu also argued from 
his angle, only he went back much farther. “Before 1921,” he said, 
there was rice exported from Szechuan to Hupeh. Since then, the 
export has decreased to nil, while, occasionally, the rice consumption 
‘Fast Szechuan has in turn been supplied by Hupeh and Hunan. 
hese records enable us to say that the food supply of Szechuan in 
1940-41 is only on the margin of deficit.” Now as the harvest in 1941 
1s reaped and no starvation heard, all the above arguments were 
accordingly established. Finally, Southeastern China had the same 
shenomenon since 1940 which was described quite forcibly by Mr. 
T.. oun. 


II 


Now the question is raised, if the problem is not one of shortage, 
why did food prices rise so violently? This question has been discussed 
by many writers. Some writers, without taking pains to analyse it 
step by step, merely listed all the possible factors, such as difficulties 
{ transportation, robbery by the enemy, hoarding of landlords and 
traders, abundance of idle money, big purchases of consumers, etc.® 
thers had the insight to pick up some basic factors and trace their 
ausations, but the texts are too brief to be called analytical. 

The most popular explanation given was the hoarding of landlords 


‘Sun, H. T., “A Suggestion on the Food Problem in Southeastern China,” 
The Journal of Southeastern Economy, no. 4, April, 1941. 

‘Kao, Y.C., “A Survey of the Present Food Problem,” Economic Reposi- 
ory, vol. 3, no. 8, April, 1941. Shen, T. L., “The Problem of Stabilizing 
Food Prices,” New Economist, vol. 3, no. 10, May 1940. 
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and traders.* Dr. H. S. Tang and Mr. H. O. Tw regarded hoarding 
by rice merchants as the fundamental cause of the drastic rise j, 
the price of rice in Yunnan. They argued their thesis by ref 

other factors such as increase of consumption, shortage of crops 
over-issue of paper money, high cost of production, etc. as being the 
important elements. Messrs. C. M. Chen, of the Sun-Yat-Sen Instity 
for Advancement of Culture and Education, S. P. Wang, and Chip. 
Wen advanced the same opinion, but also brought out some interesting 
points about hoarding. Mr. Chen pointed out that the landlords of 
Szechuan were used to doing illegal trade in past years, and, for tha 
purpose, had to sell out their rice as soon as the rent was paid, s 
as to command a large sum of cash. As the illegal trade was recent) 
ended, the landlords hoarded their rice instead. On the other hand 
both Messrs. Wang and Chin-Wen held that it was the propagand, 
on the bumper crop in Szechuan 1939 and the relief measures then 
adopted that led the landlords to hoard. To the reviewer's mind, these 
explanations are only part of the truth. For, if there were no other 
factors causing the landlords to anticipate the price rising, they would 
have sold their rice as soon as the price rose to a certain level. The 
hoarding of rice might be the alternative to illicit trade, but ther 
why did other provinces where no such trade existed have the same 
phenomenon? Furthermore, hoarding as the basic factor in the drastic 
rise of food prices was not unanimously agreed to. For instance, Dr 
W. Yang held that the role played by hoarding in the rise of food 
prices was too much exaggerated. According to his study, out of the 
fluctuation of rice prices in Chungking, apart from the effect of the 
general price level, 55 per cent depended on the rice production in 
the province, 78 per cent depended on the total food production in 
the province, while only 22 per cent depended on hoarding, changes 
of demand, etc.” This kind of inquiry was also made by Dr. J. L. Buck 


who concluded that the importance of hoarding and the increase of 
consumption amounted only to 8.2 per cent.* As the reviewer has not 


®6Tang, H. S. & Tu, H. C,, op. cit. Chen, C. M., The Cost of Production 
of Rice and the Problem of Food Control in Szechuan. (Sun-Yat-Sen 
Institute for Advancement of Culture and Education), 1940. Wang, S. P, 
“Prohibition of Hoarding and the Stabilization of Rice Prices,” Tao Kung 
Pao. June 3, 1940. Chin-Wen, “On the Drastic Rising of Food Prices in 
Szechuan,” Current Events Review, no. 62, April 1941. 

"Yang, W., “On the Present’ Problem of Food Prices,” Economic Refos 
tory, vol. 4, no. 2, July 1941. 

8As quoted in Wang, S. S., “A Review of the Rice Problem,” in Econom: 
Facts (in English) No. 15, March 1941, published by Department of Agr 
cultural Economics, College of Agriculture & Forestry, University ‘ 
Nanking, Chengtu. See also New Economist, vol. 5, no. 10, August 194] 
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yet been able to get hold of Dr. Yang's and Dr. Buck’s original con- 
tributions, it is proper for him to reserve e his own opinion. 

A group of w riters who work in food administration regarded the big 
ourchases of the Government and consumers as responsible for the 
hoarding.” Mr. Teh-Huei pointed out the fact that most of the 
government offices, factories and schools are gathered in Szechuan. 
Not only is their collective demand new to the market, but also those 
responsible for the purchasing are too ready to pay high prices. Against 
this large quantity of cash streaming to the villages, there is no notice- 
able expenditure on commodities. Thus, a large quantity of money is 
held in the hands of food producers and landlords, and, with it, they 
can afford to hoard their products. 

On the other hand, Dr. L. J. Chang and Mr. C. Y. Chang attacked 
this point by bringing out out another fact. In the past, they said, the 
task of acquiring food for the Army was handled through political 
machinery. The Central Government assigned a certain sum to the 
provincial authority who again assigned it to each county and so forth, 
until the sum was finally allotted to each peasant producer and landlord. 
The producers and landlords, wishing to escape the allotment, often 
concealed or sold their products; this the authorities usually counter- 
acted by means of blocking their granaries and forbidding rice-flows 
between counties. These measures, though quite necessary for the 
authorities to accomplish their task, made inevitable the rising of 
rice prices in those areas of shortage. As soon as this disturbance got 
its start, rumors were circulated and hoarding encouraged. These 
analyses are much more systematic, only the reviewer wishes to add that, 
to be more exhaustive, Mr. Teh-Huei should have brought out the 
role played by the market organizations and the system of peasant 
farming. These small marketing and production units are products of, 
and, therefore, can only function well in, the more or less isolated and 
primitive economy. Once the nature of market demand changed, 
the distortion must have taken place. 

This point was grasped, though lightly touched, by Mr. T. Y. Wong. 
He started from the fact that rice and wheat as foodstuffs, if not sup- 
plemented by corn, potato, and kaoliang, are not sufficient for consump- 
tion. The selling of rice and wheat by peasants is merely a make- 
shift. As soon as their financial position becomes well off, they would 
reserve the rice and wheat for their own consumption. And this is 
just what happened recently. As to the landlords, even in prewar 


‘Teh-Huei, “On the Food Prices,” New Economist, vol. 4, no. 11, March 

1941, Chang, L. J., op. cit. Chang, C. Y., oe the Problem of Rice Prices 
in Szechuan,” New Economist, vol. 5, no. - April 1941. Wong, T. Y., “An 
Analysis of the Present Food Problem,” The Chinese Farmers’ Bank 
Monthly, vol. 2, no. 1, January 1941. 
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days, they would not sell until the price reached a higher level. Thess 
facts explain why the market supply was so limited recently. \o; 
over, the allotment of government purchasing to producers and and 
lords caused further reduction of market supply. For, if the marke: 
able amount of producers and landlords is fixed, the part that goe 
the Government must fall on the part that goes to the market 
analysis is quite convincing. But, it would be more complete if 
elements like the psychological effects of small crops as emphasized } 
Mr. Teh-Huei, and the reservation demand of producers a 
provoked by the inflation were elaborated. 


rai. 


Producers and landlords often defended themselves with the 
ment that the rise in food prices resulted from increased costs of py 
duction. This argument was both approved and rejected by various , 
studies.’ Dr. C. M. Chao and Mr. H.S. Pan, of the University of Nan- 
king, after surveying and analyzing the cost of rice production in seve 
districts near Chengtu, revealed that in 1940 the average net cost 
rice production increased five and a half times, while the average py 
of rice increased slightly more than five times in comparison with that 
in 1937—the difference of these two amounted to $6.9 per shih pi 
The difference was much bigger when the average net cost of pr 
duction in 1940 was compared with the price of $55.23 in Decem! 
of the same year. The conclusion was reached that the increasi1 
cost of rice production was the important factor in the rise pric 
rice. Contrary to this analysis, Messrs. S. L. Chow, C. M. Chen 
Dr. T. H. Shen all showed the negative relation between the cost and 


the price. Basing his findings upon his field work in twenty-five localit 
in Yunnan, Mr. Chow noted that the price of tools rose two an 
times in 1939 as compared with prices in the prewar period. But, as 
rice rose more than ten times during the same period, “the rise in 1 

price,” he said, “was not caused by the increased cost of productiot 


1 
] } 
ia 


On the contrary, the increased cost of production was affected by t! 
rise in rice price.’ This conclusion was also confirmed by M: 
Chen and Dr. Shen after surveys were made respectively in Pei 
and Yung-Chang, near Chungking. They both distinguished 1) 
cost of rice production of peasants from the cost of rent of 
lords. In Pei-Pai, the peasant’s cost of rice production was $12! 
in 1939 and $23.8 in 1940 per shih picul, while the cost of 
Chao, C. M. and Pan, H. S., “The Cost of Rice Production in Seven 
Districts near Chengtu, Ecor-mic Weekly, no. 62, February 1941. Che 
C. M., op. cit. Shen, T. H., “Present ‘Food Prices and Production it 
Szechuan,” Ta Kung Pao, May 30, 1941. Chow, S. L., op. cit. 
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jandlords was $7.2 in 1939 and $13.4 in 1940. These costs were fare 
below the rice price, which was $52 in June 1940 and $149 in September 
1940, Thus both peasants and landlords, especially the latter, profited 
much by the war. In Yung-Chang, the same result regarding the land- 
lords was obtained by Dr. Shen. 

How far are the above arguments true? Taking the figures as they 
re, the reviewer wishes to bring out the following points. In the 
frst place, agricultural production depends not so much on prices as 
on weather. This is especially true in short-run peasant farming. 
Peasants won't expand or contract their production according to the ris- 
ing or falling of prices. The profit they earn and the loss they suffer 
iepend not on production but on prices. The cost-price analysis is 
; only useful to them in the long-run, and any critical statement on the 
: ois arg wot they gain must be made from this point of view. In the second 


he gike slace, the cost-price analysis should take the lag between the input and 
AaTIOUS ¢ : 


output into consideration. The cost, say, in the summer of 1940 should 
not be regarded, by adding a certain amount of profit, as the price in 
the winter of the same year, if the price had risen violently in the mean- 
For, if it did, the production in the following year would have 
heen crippled since the cost of input also increased. Finally, the rent paid 


ity of Nan- 
NM in sever 


net cost 


1 with that . a, 
a ) landlords, in the economist’s sense, must correspond to the reward 
SHUT Picui — ° 2 — _ « 

gi which landlords can earn in other fields of investment. If profiteers 


St of 


p are prevalent everywhere, it is not fair to blame landlords earning more 
. ecember Hi than 10 per cent of their investment. 
increasit 
€ price 
Chen, and si 
e cost and Now, as the food problem is so acute, what should be the way out? 
e localities [his question was discussed most hotly in the past. Almost every one 
and a hali # who joined the discussion suggested some proposals, which may be 

classified into four categories, viz., control of supply, regulation of price, 

ise in rice JM increase of production, and restriction of consumption. The latter two 
roductior categories are most fundamental to the solution of the food problem, and 
ted by the were approved by every writer. But, since these proposals were 
| by Mr merely the statement of truth and no stimulating discussion was given 


thereon, we shall review, in the following paragraphs, only the pro- 
posals of the former two categories. 

Among the schemes proposed on supply control, there were both 
liberal and radical ones. The most liberal and simple scheme, yet hav- 
ing practical value, was the one suggested by both Dr. T. H. Shen and 

T. Y. Wong." Following their analysis that the food crisis was 
lue to the hoarding of landlords, they regarded the change of the rent 


‘Shen, T. H., op. cit. November 17, 1940. Wong, T. Y., op. cit. 
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system from the payment in kind to the payment in cash as the key 
to keeping the market supply free from deficiency. For, once the 
system is changed, the tenants have to sell their products for cash: ang 
once the products stream to the market, the government purchasing and 
controlling schemes will be more easily executed than otherwise. Hovw- 
ever, this scheme, as envisaged by Mr. Wong, may not prevent hoard. 
ing. Even if the landlords could not acquire the products from the 
market, who can be sure that they could not turn their tenants’ products 
into their own one way or another? Another controlling scheme, that 
of helping the existing marketing organizations, was suggested by Dr 
L. P. Tsao’, thus, if all the marketing agencies are licensed and 
all transactions made through them under the official prices, not only 
can regional adjustment be carried out by government buying and 
selling but also food prices can be stabilized. The merit of this scheme, 
as Dr. Tsao claimed, is that it will involve no great friction in its prac- 
tice. Nevertheless, he did not tell us how the deficiency of market supply 
could be prevented. If food products fail to come to the market, the 
whole scheme will necessarily be crippled. To make demand-supply 
adjustment effective, Mr. Teh-Huei and Dr. L. J. Chang approved the 
program operated by the Government in 1941.* The essential elements 
of that program were, first, to allot the deficits of the great consuming 
districts to the neighbouring surplus districts, which, in turn, assigned 
the alloted sum to the large producers and landlords; secondly, to 
authorize the dealers as the legal agents to trade between the specified 
consuming districts and supplying districts. But this program was 
finally brought to an end. The reason was as rightly explained by Mr. 
Y. W. Lu, that the lack of a proper definition of surplus gave the land- 
lords or large producers a chance to evade their allotment by conceal 
ing their products in the houses of those producing relatively little 
When this kind of trick was carried out and the local officers were under 
their control, no more surplus could be found." 

As alternatives to the above schemes, there were some other pro- 
posals more revplutionary in nature. Mr. T. Y. Wong, after consid- 
ering the ineffectiveness of the reform of rent payment system, suggest- 
ed the institution of a Rent Bank both as the agent of the landlords to 
collect the rent from tenants and as the cashier of the tenants to pay 
landlords the rent in cash after a pricing process. In such a way, the 
stocks would be concentrated in the Rent Bank, and all the difficulties 


12Tsao, L. P., “The Scheme of Food Control, A Personal View,” The 
Chinese Farmer's Bank Monthly, vol. 2, no. 2. February 1941. 

18Teh-Huei, of. cit. Chang, L. J., op. cit. 

47 u, Y. W., “The Quantitative Problem in Food Control,” New Econo- 
mist, vol. 5, no. 10, August 1941. 
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; supply adjustment and government purchasing would be wiped out.’* 
jn general, this scheme is similar to the one suggested by Mr. W. 
Hwang, the food controller of Kwangsi Province.'® Instead of setting 
sp anew mechanism, Mr. Hwang regarded the existing local granaries 
erviceable as the agency for collecting and storing foodstuffs. The 
«nants, who pay their rent with products, should send them to the 


eighboring granary trom which they would receive a certificate. This 


to be then paid to the landlords. In normal times, the landlords 
ll have the liberty to withdraw or sell the products under their 
ame as they please, while in time of war, the disposal of the products 
vill be subjected to government regulation with the allowance that the 
iandlords will be permitted to take out a certain amount for their own 


consumption. In case the Government is in need of such products, the 


landlords will be paid according to market prices or the prices fixed by 


the Government. In such a way, as Mr. Hwang claimed, all difficul- 


ties revealed recently will be solved. These two proposals are quite 
high-sounding. But neither of the two writers paid attention to the 
lificulties of ascertaining the exact amount of rent that tenants paid to 
landlords. 

[he most revolutionary proposal was state monopoly of food buying 
ind selling. This proposal was supported by a large group of writers, 
among them Dr. Sun-Fo, President of the Legislative Yuan, who was 
most enthusiastic and who elaborated it most fully..7 He regarded it 
nost efficacious to the solution of the budget deficit, the contraction 
i money circulation, and the stabilization of food and general prices. 
Let it be assumed that Szechuan has a rice stock of 1,000 million piculs 


‘Wong, T. Y., op. cit. 

‘Hwang, W., “The Problem of Food Control in War Time,” The Review 
' Reconstruction, vol. 5, no. 2, Aprfl 1941. 

"Sun-Fo, “War Effort, National Construction and the Food Problem.” 
irrent Events Review, no. 60, February 1941. “Once more on the State 
Monopoly of Food and its Operation,” Current Events Review, no. 61, 
March 1941. Mei, C. H., “State Monopoly of Food and the Reform of 
Landownership,” Current Events Review, no. 60, February, 1941. A Concrete 
Proposal on State Food Monopoly,” Current Events Review, no. 63, May 
1941. Chen, C. M., op. cit. Chu, I. F., “State Monopoly of Food and the 
system of Rationing,” Current Events Review, no. 60, February 1941. 
Wang, M. L., “State Monopoly of Food and Economic Reconstruction,” 
rent Events Review, no. 60, February 1941. Ho, K. T., “A Survey of 
state Food Monopoly,” Current Events Review, no. 60, February 1941. 
tien, W. P., “On State Monopoly of Food,” Current Events Review, no. 60, 
February 1941, Lee, T. C., “How to Solve the Food Problem in Szechuan,” 
irrent Events Review, no. 62, April 1941. Yang, W., “A Program for 
the Operation of State Food Monopoly,” Economic Repository, vol. 3, no. 8, 
‘pril 1941. Lee, W. L., “A Concrete Scheme for Food Adjustment,” 


‘a Aung Pao, July 14, 1940. 
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and the Government purchases this stock with half cash and half sa, 
ings bills according to the installment plan. Then, in the first ty 
months, say, if the Government purchases 20 million piculs at the marke 
price and sells each picul at a little lower price, the market price yj) 
necessarily be pressed down. In the next two and the following month 
the Government repeats the same process until the price has reach: 
a reasonable level. In doing so, not only can the food prices be stab) 
ized, but also the Government will get 100 dollars back by paying 
50. Ii the purchasing price is fixed lower than the selling price, the 
Government will be able to get a large sum of income. As to the wor! 
ing of this program, Dr. Sun regarded the cooperative society, supe; 
vised by Food Control Board, as able to serve this purpose. Those p: 
ducers who want to sell their products or to pay rent to landlords must 
sell or pay them to the neighbouring cooperative society where the 
sellers and the landlords get back their cash. The stock stored in th 
cooperative society, aside from a certain sum reserved to meet lo 
consumption, should be handed over to the Board so that the latter ca 
distribute it to those great consuming districts. It is understood t 
this program necessarily implies rationing. For, if consumption is no 
rationed, sooner or latter the stock will again turn into the hands 
hoarders. Such are the general outlines of the proposed program 
However, this program, though supported by so prominent a leater 
and followed by a large group of writers, was not without its critics 
For instance, Dr. L. J. Chang rejected it for not having any practical 
value.’* In order to put this program into full swing, according to |): 
Chang's opinion, all the prerequisites, such as adequate financial re 
sources, efficient marketing organization, modern storage equipment a! 
transportation facilities, and national food processing industries must 
be fulfilled. It seems to the reviewer that this objection is not tata 
since every supply controlling program must involve the fulfillment 
the above requirements, which are not impossible to overcome in an in- 
perfect way. Instead, he is inclined to stress the fact that so scattere/ 
and so atomistic are the production units that the program of state food 
monopoly would meet tremendous difficulty in preventing the “black 
market” from emerging. If the amount to be sold by peasants ani 
tenants and the rent paid by tenants are registered beforehand, it s 
questionable how far the registration could be well-executed and relie’ 
upon. Ifthe registration is not highly satisfactory, then illegal transae- 
tions must come into existence in villages. Moreover, if the Governniet! 
purchases the products from producers and landlords at the same price 
the former will be in distress under the price-lowering policy. If th 
program distinguishes the products of producers from those of lané 


Chang, L. J., op. cit. 
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lords, then it will be utterly impossible to prevent illegal transactions 
between peasants, tenants and landlords when the registration is not 
successful. Finally, Dr. Chang rightly pointed out that the rationing 
program applied to the country as a whole is practically unworkable. 
The simple reason is that rice and wheat as the main foodstuffs are 
not sufficient for consumption. People who are used to eating rice 
will not be willing to accept a portion of potato and corn; as to those 
who were normally non-rice consumers, could we keep them trom con- 
suming rice now even if they are willing and able to pay? 

Another radical program which was hotly discussed and now car- 
ried out by the Government was the reversion of land tax to payment in 
kind. Since the land tax paid by cash, without having raised its rate, 
has lost its significance in the course of inflation, and producers and 
landlords have a high reservation demand for their products, it seems 
arguable that such a reversion would enable the Government to raise 
its revenue, decrease the rate of inflation, and concentrate foodstuffs 
in its own hand. This program was first proposed and experimented 
upon in Shansi and Fukien Provinces in 1940. In November of the 
same year, the Government passed an act permitting the local govern- 
ment to revert to the land tax with the allowance that the rate should 
be approved beforehand. Since then, the discussion has quickly un- 
folded? Mr. C. Hwang considered the reversion of land tax as having 
hoth its merits and demerits—the inefficiency and costliness of admin- 
istration, the unequal tax burden in different localities, and the un- 
iavorable effect on the currency would overrule the possible merits of 
stabilization of prices and the increase of government revenue. Prof. 
S. C. Lee was also not optimistic about this program. He enumerated 
various difficulties in carrying it out, such as storage, transportation, 
grading of products, and the system of peasant farming. 

Finally, besides the difficulties pointed above, Prof. C. C. Liang ex- 
pounded the inefficiency of this program. First of all, as he argued, 
the diversified system of farming is not practicable for the reversion to 
the payment of rice and wheat alone. Secondly, the amount to be col- 
lected by this reversion will be far behind the needs of the army and 
civil servants. In 1766 the grains collected amounted only to 8.3 


"Hwang, C., “On the Reversion of Land Tax,” Ta Kung Pao, December 
16, 1940. Liang, C. C., “Can the Reversion of Land Tax Relieve the Food 
Problem,” J-Shih-Pao, December 22, 1940. King, T. H., “A Discussion on 
the Reversion of Land Tax,” The Financial Review, vol. 5, no. 3, March 
1941. Yang, S. P., “A Survey of the Reversion of Land Tax,” The 
Financial Review, vol. 5, no. 6, July 1941. Koo, F. D., “The Reversion of 
Land Tax and the Food Problem,” Economic Weekly, no. 86, July 1941. 
Lee, S.C., “A Discussion on the Reversion of Land Tax,” New Economist, 
vol. 5, no. 10, August 1941. 
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million piculs, even though making the highest record ever known 
Thirdly, the amount to be collected from the landlords will be a smajj 
percentage of their total stock; thus hoarding will prevail as usua| 
Fourthly, since price is determined by visible supply, the two facts named 
above will make the stabilization of food prices ineffective. Final] 

as the peasants will be the victims in this reversion and part of the 
tax burden of the landlords can be shifted to tenants, the food produ 

tion in the long run will be discouraged. 

Now, as this program has been started with great resolution and the 
Government has established the Ministry of Food responsible for thi: 
work, it is too early to judge its failure or success. In fact, most of the 
administrative difficulties are not impossible to overcome, and some 
alleged difficulties such as the smallness of the amount to be collect 
and the unfavourable effect on the currency are quite questionable. Ge: 
erally speaking, this program may be regarded as an adequate measure 
for relieving the recent trouble. For, no matter how inefficient 
administration and how arbitrary the reversion, it will enable the G 
ernment to concentrate a large sum of foodstuffs in its own hand in ar 
assured way. However, this program cannot be relied upon as the 
only way out of the recent food problem. As rightly pointed out by both 
Prof. C. C. Liang and Mr. F. D. Koo—particularly according to the 
latter's study in the Chengtu basin districts—the amount to be paid 
by the landlerds to the Government will be only about one-fiith 
their stock. Evidently, this one-fifth will be too weak to have any 
positive effect on market supply and prices. But, it can also be argue 
that, even if the remaining stock in the hands of landlords can exercis 
great influence on market supply, the price will not necessarily rise 
by leaps and bounds as before, because the market demand will be 
diminished by the disappearance of the government orders. As 4 
practical matter, the Government is to be praised for adopting a 
parallel measure to purchase necessary foodstuffs directly from large 
producers and landlords paid partly with cash and partly with Food 


Treasury Notes. 


V 


We next turn to the problem of food price control. It seems t! 
this subject was taken up tog easily by most writers who joined the 
discussion. They merely treated it as a passing note without expound 


ing either its theoretical basis or its practical value. For instance, 


large group of writers were in favor of the so-called just price fixed 


according to the cost of production plus the cost of marketing ani 
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a smal. 


orofits.2 As we have explained above, this principle is not only naive 


S usual hut also unworkable during a time of inflation. Some of the writers 
S named like Dr. L. J. Chang and Dr. T. H. Shen had reminded us that in 
Finally §xing the food prices according to cost of production, the fluctuations 
t of the of general price level should alsc be taken into consideration. However, 
produ this statement is even more perplexing. For, if the general price level 
rises far above the cost of production, upon what principle shall we 
hase the fixing the food prices? It seems that this fact was recognized 
hy Mr. W. Hwang.” Instead, he proposed a “two-price” system, the 
minimum price and the maximum price. The former should be so 
fxed that not only producers’ cost of production should be covered 
but also a certain margin should be left to producers. The latter is 
mainly to protect the consumers’ interest. This scheme is quite sound 
theoretically. But it will not work, because, under present conditions, 
we cannot protect producers and consumers at the same time. 


and +} 
and the 


for this 


Measure 
lent the 
he Gov A comparatively workable principle was brought out by Mr. T. Y. 
id in an Wong.” Owing to the impossibility of getting correct costs of produc- 
as the tion, he was of the opinion that the food prices should be so fixed as 
by both to be on a par with the general price level. More specifically, he called 
y to the our attention to the fact that in fixing food prices the following 
principles should be considered: (1) the price parity between food and 

agricultural products; (2) the price parity between food and neces 

; sities; (3) the price parity between food and purchasing power of 
argued money. In other words, the food prices should be fixed in such a way 
exercise as to keep their rising and falling proportional to that of all other 
‘ily rise prices. People may object to this principle with the view that food, 
will be heing the most important necessity to human life, should not be put 
As a on an equal basis with other commodities. Against this, I think Mr. 
pting a Wong would argue that to protect consumers’ interest is one thing 
m large and to preserve the equilibrium of the economic system another. It 
h Food will involve no further complications if the profiteers are taxed and 
the consumers are subsidized. Nevertheless, there are many com- 

modities which do not belong to the cost of food production and are 

not consumed by the rural population. As a wartime measure, it will 

he sufficiently fair if food prices are fixed with respect to the prices of 

those commodities which enter both into the cost of food production 
and the cost of living of the rural population. This view is shared 


ms that age 

ned the by Dr. W. Yang, only he thought that the said group of commodities 
xpound ae 

i 5 “Chao, C. M., Pan, Hy S., op. cit. Chen, C. M., op. cit. Chang, L. J., 


“ee p cit. Shen, T. H., op. cit. Tang, H. S. & Tu, H. C., op. cit. Chang, 
ce anes C. Y., op. cit. Sun, H. T., op. cit. Lee, W. L., op. cit. 
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should be supplied by the Government so that the food prices could 


be stabilized effectively.” 
VI 


In concluding this note, it may be proper to review those articles 
dealing with what has been done by the Government since the out- 
break of the war. Perhaps owing to the fact that all the experiments 
are only recent, few have yet been studied and analyzed. Nevertheless 
there are several articles which are of great help for further intensive 
study. Regarding food administration, both Mr. L. S. Hwang and 
T. Y. Won have supplied us a valuable summary of past developments. 
In Mr. Hwang's article we can find a list of both central and local 
government decrees, regulations and organizations. Once the secre 
tary of the Food Commission in Kwangtung Province, Mr. Hwang 
has also dealt with the development of food control in that province 
Mr. Wong did not write a special article about this subject, but ther 
is a long section in the same article describing the incessant changes 
of the mechanism, the regional adjustment and the purchasing for 
reserves following war developments. As Mr. Wong has participated 
in food administration since the very beginning of the war, the descrip 
tion is vivid, so much so that by reading it the reviewer can not help 
feeling the tremendousness of the task, the unpreparedness of the admin- 
istration, and the bitterness of the experience. 

With respect to local control programs, there are articles dealing 
with the operations in Chungking, Chengtu, Sian, Chekiang, Fukien 
and Kwangtung.” The program adopted by these cities and province: 
are different from one another. But as a result of the same causes, i. e 
the violent rising of the general price level and the ineffectiveness of 
supply control, almost all of them failed. The failures in Chungking 
Chengtu and Sian have been described by Messrs. Bay, Wang an‘ 
Chao respectively, while those in the above-mentioned provinces are 
yet to be examined. But, as the control scheme in Fukien was similar 
to the unsuccessful one in Szechuan in 1940-41, it could not but 
anticipate failure. The rationing program experimented upon in 


“Yang, W., op. cit., vol. 3, no. 8, April 1941. 

“Hwang, L. S., “The Food Administration in the Past Three Years, 
Eastern Miscellany., vol. 37, no. 14, July 1940. Wong, T. Y., op. cit 

*Wu, C. C., “Food Control in Southeastern Provinces,” New Economist 
vol. 4, no. 3, August 1940. Wang, Y. Y., “Rice Price Control in Chengtu 
New Economist, November 1940. Chao, H. P., “Food Price Control in 
Sian,” New Economist, vol. 2, no. 12, December 1939. Bay, Y. C., “Food 
Control in Chungking,” The Financial Review, vol. 5, no. 6, June 1%! 
Shen, S. L., “The Policy of Food Control and the Experiment of Rationing 
in Chekiang,” The Financial Review, vol. 4, no. 2, August 1940. 
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Kinhwa, a small city in Chekiang, has been applauded by Mr. S. L. 
Shen only in principle; while as for its practice, Dr. C. C. Wu. after 


, careful investigation, took a less optimistic view. There is a wide 
range of measures practiced by many other cities and provinces, the 
valuable experiences of which have not yet been studied. We hope 
that every past record, whether successful or not, will be thoroughly 
studied and analyzed in the near future so that we may be able to 
learn not only from high ideals but also from the hard labor we have 
exerted. 

Pao-San Ou 
National Institute of Social Sciences. Academia Sinica, 
Li Chuang, Szechuan, October 1941. 


lo the Editor of PactFtc AFFAIRS 


i= IssuES which Mr. Field raises in his review of my book* 
in the last number of PACIFIC AFFAIRS are not at first apparent. 
He does not cross swords with me on historical problems, nor does he 
so much as mention the main thesis of the book—that the United 
States has had, in the past, a specific form of expansion, especially in 
East Asia, that Japan has challenged everything for which America 
stands and has thereby compelled America to re-formulate her con- 
cepts of Asia, accept and seek the cooperation of Asiatic peoples 
against the Axis on terms of equality, and draw upon her own institu- 
tions for the leadership which we believe she is strong enough to give. 
lf Mr. Field does not believe that America’s external policies must be 
democratic, or that China and India must be allowed to fashion their 
own destinies as our allies rather than accept Western domination, he 
does not say so. If he feels that there is any other power, or body of 
ideas, which is preferable to the American and to which we should 
look for hope, he does not name them. 

We do not disagree that the major issue in the world today is the 
struggle against the Axis—a point which was made in the second 
sentence of my book and constantly repeated. He misquotes me as 
saying that the “United Nations are engaged not in a single, common 
effort against the Axis, but in a series of separate wars for limited 
objectives.” What I said was “The different conflicts which go to 
make up the world war must be kept clearly in mind, for although the 
whole may be different from the parts, it is for limited objectives that 


—_—_—_—— 


*G. E. Taytor, America in the New Pacific. New York, 1942. 
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peoples tend to fight.” In other words, if you want unity, yo 
know what different peoples are fighting for so that vou car 
their purposes to the greatest issue of all. If your reviewer do 
believe this why does he mention the British-Indian proble: 

last paragraph? Is this not divisive? Does he really think the Uni: 
Nations are a nest of singing birds? What exactly does he think ; 
Chinese are fighting for—to preserve the British Empire, Ameri 
First, or for national survival against Japanese aggression? But your 
reviewer cannot be so naive as to believe that his “one war” js ya! 
as a concept devoid of content and that it is not made up of 
different, though admittedly smaller issues. 

Mr. Field does not say whether or not there is division in China 
point which I discuss in order to show that China will fight to th 
finish; what he talks about is the “political consequences” of such 
cussion, and what he derides is this so-called wrong approach, why 
he attacks is motive, not analysis. 

On what, then, do we disagree? We apparently disagree on a ver 
fundamental point—the role of the social scientist in time of war 
To my mind nothing is so necessary to victory as an understanding 
of the world we live in and the world we are fighting for. In tiny 
of war the value of truth is greater, there cannot be too much of it 
and there can be no other real basis for understanding or for unit 
Suppression of the truth may bind some people together for sho: 
term purposes, that is why it is the stock in trade of the politi 
propagandist, that is why it is a totalitarian technique. Finding thy 
truth very difficult to discover, I left many questions open. In 
book which deliberately reduced to its essentials a very complex situ 
tion, one was conscious of the danger of misrepresentation and ey 
pected to err on the side of over-simplification. But T am charged with 
making things too complicated; analysis is apparently a much simple 
matter than one had supposed. 

According to Mr. Field there is only one war. If by one war | 
means that the biggest issue of our times is the struggle against the 
Axis, we have no quarrel. If he means that this is purely a militar 
affair with no social content, thus eliminating the home front against 
fascism, the concept has no body and no sense. If he is trying to s 
that all other issues must be subordinated to the task of destroying 
the Axis, I would want to know how you can compose difference: 
if you do not know what they are? The concept of one war tells you 
nothing of the past and indicates nothing for the future, it is barre 
and meaningless. The nations do not unite against the Axis throug’ 
words but through mutual understanding, and so long as there 2! 


problems the cause is served by discussing them. It happens to 
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very important that the Chinese are unpopular in Malaya and Burma, 
that the Irish hate the British so much that they have not joined in 
the “one war” and that the British have overcome much of their 
istrust of the Soviet Union with whom they have come to cooperate 
more and more since Russia was pitchforked into the “one war.’ The 


problems I raised were those connected with the achievement of unity 


\meri against the Axis, not those which would stir up doubts among those 


But your interested in the future of the conflict. 

ris vali It is not a serious matter in itself that your reviewer deals with 

of man mv book as if it were a political pamphlet, but it is serious if he 
believes that political pamphleteering is the only useful form of political 


nN China. z wv ; . . ‘ 
writing today. Yet that seems to be his view, for he is concerned 


cht to the : is ‘i . - . & , z 
* a ' only with the political effects of writing. not with discussion of the 
r such dis , ob. a . es 
truth. He deals in imperatives, not hypotheses: “All else must be 


subservient to that purpose. ... The struggle of the Indian people 
for independence (I though we were all fighting the Axis) must be 
interpreted .. .” This is not the language of scholarship, nor is it 


yach, what 


on a very 
e of War aa te 6 . - 4 
ial intended to be; it is the language of revelation, the source of which 
Pstanding 
In time 
nuch of it 


is not disclosed to the uninitiated. 
Our main difference, then, is over the issue of what to do with the 


bak ides truth in war. Your reviewer apparently finds the truth embarrassing. 
for short It is not a question to him as to what are the main problems in China 
+ poled today, for to do him justice he does not say whether the Chinese 
live te are completely united or disunited ; he implies that it is unwise to 
ua Wee discuss the possibility of division before the American public at this 
Sais las particular moment in history. Truth, according to this view, must be 
sialon the handmaiden of political pressure groups. The danger of this posi 
tion is that if you pull up the anchor of truth what else can vou 


seek? What immortal hand or eve shall guide you? Will the totali 
tarian technique of incantation—the constant repetition of slogans 

win the war? Perhaps it will, but who wants to make the world 
safe for slogans? Does verbal magic, with changing slogans to fit 
changing conditions, have any place outside the totalitarian states? 
Can you get unity by asking or forcing everyone to stick his head 


rged with 


h simpler 


le war he 

rainst the 
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it against ‘ RICK 
inthe sand on the assurance that there are no problems? To imply that 

aya i if vou see no evil and speak no evil there will be no evil is to carry 

_—_ on the best traditions of medieval witchcraft 
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BritisH RuLE IN Eastern Asta. By Lennox A. Mills 
neapolis: The University of Minnesota Press. 1942. pp. 38) 
$5.00. 


¢™= first impulse before examining this book, written an¢ 
printed before December 7, 1941, is to dismiss it as dealing with condi. 
tions which belong to a now vanished era and have little bearing upon 
problems of the present and the future. But this would be a mistake for 
in fact, the attack of Japan upon colonial territories in Southeastern Asia 
has not only raised in an acute form the problems inherent in colonial 
status but has also produced a psychological atmosphere favourable to an 
attempt to solve them. Professor Mills’ study provides a careful ob 
jective record of British colonial administration in Malaya and Hong 
kong, and such a record—of both successes and failures—is obvious! 
necessary if we are to understand the true nature of the problems with 
which we shall be confronted. 

Part I of the book is devoted to Malaya. Professor Mills treats of its 
government, finance, trade, labor conditions, agriculture, hygiene and 
education, in that order. In the chapter on government, he ably sum 
marizes the essential facts in historical sequence, showing clearly the 
unique nature of the problems of administration arising from the 
peculiar constitution of the population of Malaya, which includes, in a 
total of about 5,000,000, some 2,000,000 Malays, 2,000,000 Chinese and 
750,000 Indians. The proportion of Malays to the total populatio: 
tends to decline, while the non-Malayan population is predominant) 
immigrant and transient. To reconcile the interests of these various 
racial groups (which have their own internal cleavages), to preserv 
a balance between urban and rural requirements, to protect the indigen 
ous peoples against the more vigorous and enterprising aliens whili 
encouraging the development of the country as a whole, is a problen 
of such complexity that, in the author’s words, “it seems to defy solu 
tion ina form reasonably just to all concerned.” 

Some 200 pages are devoted to a succinct but comprehensive account 
of developments in finance, trade, the tin and rubber industries, labor 


conditions and agriculture. There follows a useful survey of medical 
and health services and of education. 

The second part of the book, dealing with Hongkong, follows the 
same plan as the first. It is a competent account, but in the nature o! 
things of less practical interest than the Malayan section since the 
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Rook Reviews 
oroblems of Hongkong after the war are bound to differ in most es 
centials from its problems before December 7, 1941. 


The record under each heading, particularly in respect of Malava 
ks well, on the whole, of British rule within the limits imposed by 


spea 


| -olonial status. Those who have resided in Malaya in times of peace 


can confirm that the outlook of the administration has, particularly in 


‘recent years, been enlightened and progressive. Malays, Chinese and 


Indians were playing an increasing part in government, both central 
and local; and the absence of any serious communal trouble—the fact 
that many diverse racial groups could live together harmoniously in one 
country—testifies to favorable conditions. Notable advances were 
achieved in the two decades after the last war in rural hygiene, infant 
welfare, slum clearance and nutrition, while earnest efforts were made 


‘to tackle the vexed question of education. The fall of Malaya brought 


down on the heads of devoted and diligent civil servants a hail of bitter 
criticism that was largely unjustified. It is natural in times of crisis 
to look for scapegoats, so that we need not be surprised that the sudden 
and unforeseen collapse of Malaya was ascribed rather to the incom 
netence of colonial civil and military authorities than to remoter but 
more fundamental weaknesses. This is not the place to discuss those 
weaknesses, but it is relevant to point out that, if we are to remedy them 
ina post-war reshaping of Southeastern Asia, we must base our plans 
not upon an idealized version but upon a true picture of local circum 
stances, not upon easy optimism but upon informed appreciation of 
difficulties. 

lhe most cursory reading of Professor Mills’ work (and of the 
recently issued volume on Government and Nationalism in Southeast 
lsia in the I.P.R. Inquiry Series) shows that there are portentous dif 
ficulties at every point. No colonial official, for instance, will deny the 
importance of education in the development of a given colonial territory ; 
but what kind of education should be given, and on what terms, in that 
territory, whether we assume it to remain in some form of colonial 
tutelage or to obtain a substantial autonomy ? 

Similarly, though we are apt to talk confidently and loosely of in- 
dustrialization as an indispensable condition of progress, both political 
and economic, in present colonial areas, there are dangerous rocks ahead 
ior any colonial or federal administration which may in the future have 
to decide the tempo and the direction of industrial development in 
regions now predominantly sources of raw material supply. What is 
true of education and industrial growth applies also to other problems 
of government. They will not be settled by the mere enunciation of 
benevolent principles. Those who plan and build will need great knowl- 
edge, foresight, skill and patience. This is not to say that the United 
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Nations should shirk the task of shaping the life of Southeaster; 

in collaboration with its so various and numerous peoples; but jt 
well to realize that it may prove more difficult for Western st 

and officials than the arrangement of their own affairs, in whic! 

all, they have not always been entirely successful. They can a 
learn something of value from a forbearing study of the work of the: 
predecessors in the colonial field. It is unlikely that they will by 

to dispense with the colonial officials trained in the school of expe 


> 


Srr Georce B. Says 
New York, Jun 


THE STRUCTURE OF NETHERLANDS INDIAN Economy. B) 
Boeke. New York: Institute of Pacific Relations. 1942 
x + 201. $2.50 


THe Economic DEVELOPMENT OF THE NETHERLANDS Inp 
By Jan O. M. Broek. New York: Institute of Pacific Relati 
1942. pp. xv + 172. $2.00. 


een fall of the Indies to Japan has focussed upon these is] 
an attention which they deserved but were never able to secure 
happier days of peace. With the publication by the Institute of Pacif 
Relations of the two volumes under review a further valuable addit 
has been made to the literature concerning them. 

Although the two volumes are very dissimilar in tone and teny 
they supplement each other effectively and together give a reasoi 
rounded picture of the economy of the Indies as it has developed in 1! 
recent past. The study by Professor Boeke is by far the more origi 
and distinctive of the two since it attempts an analysis of the obs 
and highly complex relationships which have grown up betwee: 
native economy of the Indies and the capitalist economy of the Wes! 
world which has been superimposed upon it. The volume by Prof 
Broek, on the other hand, is a more conventional statement and ¢ 
ination of the place of the Indies in world trade and the recent chang 
in economic policy. Much useful material is gathered together witht 
its covers, but the cautiousness of its outlook may be judged from th 
single statement that “it is not impossible that, in the event of a long 
war, within the Indies certain changes will be made to give the Indo 
nesian population greater participation in government.” In an era tor 
by wars which are at the same time a world revolution a statement st 
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. this represents, at least to the present reviewer, a complete failure 
omprehend the urgency of the problems by which we are confronted. 
he heart of the problem which Professor Boeke has posed himselt 
+) break out of the routine patterns of economic theory and to achieve 
"understanding of the basic differences between the patterns of 
nomic life and motivation of the pre-capitalist society which is in- 
iwenous in the Indies and of the capitalist society which has been 
ught to it from outside but which by now has had far-reaching and 
sruptive influences upon the earlier structures. Throughout he is 
ysistent upon the dualistic or pluralistic character of the hybrid econ 
my which is the resultant of the impact of the dynamic Western system 
mn the static system of the East. A significant element in his analysis, 
ich it is to be hoped will not be lost sight of in a future peace-time 
‘onstruction, is his conclusion that the degree to which natives take 
rt in Western economic life is circumscribed and one-sided and that 
their employment in Western processes is limited to jobs of secondary 
portance. 
The type of inquiry which Professor Boeke has undertaken is one 
hich requires far more study from this time forward than it has had 
hitherto. We should cherish no illusions that in examining the figures 
i foreign trade and of the spread of Western enterprise in colonial 
eas, We are witnessing the march of an inevitable progress which is 
leading the native communities onwards and upwards. ‘The true pic- 
ture becomes apparent only when the examination has been pressed on 
to its more difficult succeeding stages of probing the total effect of 
these developments on the native way of life. 
RUPERT EMERSON, 
Washington, D.C., July 1942 


ForEIGN CAPITAL IN SoutHEAsT Asta. By Helmut G. Callis. 
New York: International Secretariat, Institute of Pacific Re- 
lations. 1942. pp. 120. $1.25. 


; oe mimeographed booklet in the IPR International Re- 

earch Series is a competent survey of the amount and kinds of foreign 

‘apital invested in the Philippines, the Netherlands Indies, Formosa, 

ritish Malaya, Thailand, French Indo-China, and Burma up to the 

itbreak of the Second World War. A’ chapter on each of the areas 

rom the wentioned describes the background of foreign investment in the area, 
a long resents estimates of the total amount of entrepreneur (direct) and 
entier (portfolio) investments, shows the nationality of the invest- 

ments, and indicates the chief types of undertakings in which foreign 
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investments are involved. Each chapter also offers a brief general 4), 
cussion of investment trends and future prospects in the area concerne; 

The last chapter of the study by Mr. Callis (“Conclusion”) and thy 
introduction written by Professor Remer, under whose direction the 
work was done, constitute an interesting discussion of some of the 
larger issues connected with foreign investment in this part of tig 
world. A contrast is drawn between the role of entrepreneur jnyey 
ments and rentier investments. The former have predominated j 
Southeast Asia as well as in China (see Professor Remer’s thoroyg 
study on Foreign Investments in China, published in 1933). The jy 
Huence of nationalism and the struggle for power are rightly giver 
emphasis among the prime influences shaping capital development 
Asiatic regions. Professor Remer discusses organizational devices fo; 
fostering peaceful economic development and for promoting 
integration of the economic development of Southeast Asia with thy 
of the rest of the world. He suggests that some entity other than the 
national state must be entrusted with the task of economic integratio; 
and sees in the large corporation a possible tool for the purpose, “t! 
more so because it is conceivable that the ‘international’ busines 
corporation may at some future time be brought under internationa! 
control in the general or world interest.” 

The discussion of investments in the Philippines might be criticize 
for giving a somewhat too liberal impression of United States trade 
policy in relation to that area. There is no mention, for example, 
“voluntary” agreements by which Japanese imports were limited, al 
though emphasis is given to quota policies in areas controlled ty 
3ritain and the Netherlands. ‘The bibliographical indications regard 
ing some of the works quoted, especially documents of the Internationa 
Studies Conferences, are in some cases not as complete and informative 
as they might be. But these are minor criticisms of a study that i 
useful and well done. 

EUGENE STALE} 
July 1942 


GOVERNMENT AND NATIONALISM IN SOUTHEAST ASIA 
Rupert Emerson, Lennox A. Mills and Virginia Thompso 
1.P.R. Inquiry Series. New York: Institute of Pacific Rela 
tions. 1942. pp. xiti + 242. $2.00. 


sceniane Asia is a very heterogeneous region; there are 
great differences in people, in language, in religion, in economic, politica 


+ 


and cultural development. But there are some features in common, the 
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most striking of which for the outsider is probably its development as a 
colonial region. It developed along lines laid down by foreign powers, 
but nowhere has the political influence of the Western powers in this 
region been absolute in this sense—that the original population had no 
share whatever in the administration of the country. This share in the 


yjministration is more in some countries than in others. In Thailand 
jormally speaking independent, but nevertheless depending upon foreign 
pital—it was at its maximum and in Taiwan (Formosa), since the 


ca 
end of the last century under Japanese rule, probably at its minimum. 

It is with these problems particularly that Professor Lennox A. Mills 
concerns himself in the section on the governments of Southeast Asia, 
in which he gives a relatively short description of the governmental 
structure in the various countries of the region. Miss Virginia Thomp 
son writes a section on what was the logical and necessary consequence 
oi foreign control and the introduction of Western principles into East 
ern societies, namely, the development of nationalism and the national- 
ist movements among the native peoples. Both sections are brought 
together and roofed in by a general introductory essay by Rupert lemer 
son, which is undoubtedly the most interesting and best part of the 
book. 

The book is instructive also in so far as it shows the differences in 
the colonial policy of the various powers involved. The British and 
Dutch stressed the welfare angle as the principal means for the develop 
ment of the countries under their rule, the French had of old a strong 
preference for an assimilation policy, while the Americans put main 
emphasis upon education in their policy towards the Philippines. — It is 
unfortunate, however, that the authors do not provide more background 
explaining why these differences exist. The answer is probably that 
the problems, which were faced in the beginning of this century in 
surma, Malaya, the East Indies, Indo-China and the Philippines were 
quite different. 

Since the government and the left wing of the nationalist movements 
are often opponents, the danger exists that the picture of the actual 
situation may be painted too much in black and white. This danger is 
not always avoided in the present book, resulting in an under-estimate 
of the role played by the middle groups in the nationalist movements. 
In their hands lies the future of their countries. Both history and the 
structure of the society point in this direction. 

In the chapter on the government of the Netherlands Indies, the re- 
viewer has noted a number of errors, some of which are probably due 
to too compressed discussion of what is a really very complex subject. 
In particular, the very important role of the regent in Javanese admin- 
istration is insufficiently noted. On the other hand, the General Secre- 
tariat had lost much of its influence since many of the rights and duties 
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vt the governor-general were put on the shoulders of the provincia) 
governors in Java as well as the Outer Provinces and on the heads o; 
the departments of the general administration. The Council of the 
Indies consisted in recent times of five members, two being Indonesian; 
and not belonging to the Volksraad, as Professor Mills suggests 

In the chapter on Indonesian nationalism, many statements are ty, 
outspoken and sometimes even superfluous. It is untrue that the 
Javanese, even the younger generation, are “demanding, not a return 
to their ancient civilization, but the more complete introduction oj 
They are in general well aware of the 


Western institutions. 
significance of their own ancient culture, very critical of all that th 
West brings, and would not confirm either that “everywhere that \Vest 
ern education has been extensively instituted, formalized native culture 
has died” and that this has been regarded as “only an incidental mi: 
fortune.” The author, moreover, failed to note the important change in 
the character of the nationalist movement in the Indies since the eco 
nomic depression. It was much more deepened and more realistic than 
in the previous decade. Pan-islamism, communism, the Indian nation 
alist movement were no longer looked upon as the main sources of in- 
spiration. It was realized that a future Indonesia could grow onl 
on its own indigenous force and consequently the principle of non 
cooperation was in many cases dropped as a weapon in the political 
arena. There are still other inaccuracies, but space does not permit the 
discussion of them. 

Despite these limitations, the volume is to be welcomed as it is the 
only one which deals with these subjects for the region as a whole. We 
need more such books as thorough knowledge of Southeast Asia in 
America is still all too restricted. 

J. vAN BEUSEKOM 
July 1942 


THe NETHERLANDS INDIES AND THE UNITED States. B\ 
Rupert Emerson. Boston: World Peace Foundation. 1942 
pp. 92. Paper-covered, 25 cents. 


i future of the Netherlands East Indies is the subject 
of this pamphlet. It opens with a lucid and concise analysis of the past 
and present of the Indies, which is, generally speaking, objective and 
correct. Unfortunately, the author had to rely for his account of the 
last few years on the scant, mostly official publications which reached 
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the United States, and he did not have the opportunity of renewing 


his personal observations by repeating his visit of 1933 when the de- 


pression was at its deepest. So it is that the book does not picture 
the rapid developments, social, economic, political and spiritual, of 


recent years. 
[he Nazi attacks on humanity, personal freedom and justice were 


, shock both to Indonesians and Hollanders. The thinking part of 
the whole population became conscious that to uphold against this 
brutality, personal dignity and justice are causes for which it is worth- 
while to live and die. This brought the people in the Netherlands East 
Indies together. 

The social and economic contrasts were diminished in recent years 
by raising taxes on higher incomes and corporation profits to a maxi- 
nium of 90 per cent. Thereby, millions which formerly went abroad 
became available for the Indies. That this level of taxation would be 
maintained to win the peace was made clear to the taxpayer. The 
taxes of the lower income group were not raised, while land tax for 
the broad mass of the Indonesians was further reduced. 

The share of the primary producer has been considerably raised. 
After a rise in wages of 42 per cent for unskilled labor had been en- 
jorced, an ordinance was passed enforcing minimum wages for all 
laborers. Both measures were part of a policy to raise the buying 
power of the masses and to reduce the differences in actual wages with 
labor in other Pacific countries. 

More than the author realizes, the Indies were in such rapid transi- 
tion that the Governor-General was justified in saying in his 1941 
New Year's Eve speech, that the country was “detaching itself from 
the last remnants of the abandoned colonial society and growing into 
a society with individuality and a character of its own.” 

In the second part of the booklet, dealing with the future of the 
Indies, the author suggests that “the one type of solution which would 
satisfy all the basic American requirements in connection with the 
Indies, would be one arrived at through international cooperation and 
operating under international guaranties.’ Since according to the 
author, “it continues to be Dutch rule which holds the islands together 
far more than any basic sense of common identity,” and competent 
Indonesians “remain only a small layer of the total Indonesian society 
which still has still a considerable road to travel in education and in 
political experience,” he proposes a sort of.mandatory system, in which 
the Hollanders would act as administrators. The channels of action 
suggested are the resurrected League of Nations or “a limited group- 
ing of those states more directly concerned with the particular prob- 
em,” preferably “all those states which through their own geo- 
graphical position or that of their colonies would have a more or less 
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immediate interest in the Indies: Holland, the United States. Great 
Britain, Australia, New Zealand, India, China, Japan, Thailand, th. 
Philippines, and perhaps France and the Soviet Union.” These pro- 
posals would not only have the effect of dismaying the Indonesian, 
but they would also be a real danger to the realization of the econoy; 
and social policy which he himself advocates (pages 81 and falloy 
ing) and which is actually the policy of the Indies Government, sy 
ported by the whole community. For, as the Indonesians would te 
alize at once, controlling states “more or less immediately intereste 
would not be so disinterested as the author presupposes. 

Reasons advanced for internationalization, as that “the islands hays 
been defended and will be restored by collective means’ or that the 
Indies “are of international concern, at least in the sense that sever, 
powers besides the Dutch will be directly and seriously affected by an 
major change in their domestic of foreign situation,” apply to ons 
other countries, for instance in Europe, and in most of these cases ) 
one dreams of internationalization. The proposed internationaliza 
tion is tersely justified in the last sentence of the book: “The Unite 
States has a very definite interest in preserving the Indies and their 
neighbors from hostile domination, but for this purpose as for other 
the American interest is best served by internationalizing it. 

Such a justification, however, seems inconsistent with the ideal 
the American people. 

One should realize that the Indonesians who now have been so clove 
to their ultimate goal, know that, without interference, the future 
wouid have brought them and their country an equal status with H 
land in the Commonwealth of the Netherlands. Should they lea 
that important circles in the United States advocate internationalizati 
of the Indies, in whatever form, they would be bitterly disappoint 
and discouraged in their opposition against the Japanese. And the 
same applies to the quarter of million Dutch, whose stubborn re 
sistance will be of so much value during the reconquest of the islands 

The disappointment would be the more bitter, since all the peoples 
of the Indies, without exception, applauded going to war against 
Japan immediately after the attack on Pearl Harbor, though for nearl) 
a month thereafter, Japan kept offering to respect the Indies if they 
would desert the United Nations’ cause. 
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THE ORIGIN OF MANCHU RULE IN CHINA. By Frans Michael. 
The Walter Hines Page School of International Relations, Johns 
Hopkins University. Baltimore: John Hopkins Press. 1942. 
pp. 127. $2.00. 


* HIRTY or forty years ago no one devoted himself to the study 
of early Manchu history, partly because of the lack of material and 
partly because of the unfavorable attitude of the Manchus against the 
revelation of their tribal origin. Scholars could read only such books 
as were lately compiled or revised under the strict supervisio:. of the 
government. Since the decadence and downfall of the Manchu dynasty, 
the situation has been changed. The imperial archives are open; many 
early documents are made available. Lost books are discovered and 
forbidden writings revived. Now not only the Veritable Records of 
the Manchu dynasty are published but also those of the Ming dynasty 
and the Korean Li dynasty are extant. Thus, recent contributions 
made by both Chinese and Japanese scholars have thrown an illuminat- 
ing light upon the obscure part of early Manchu history. 

But most of their contributions are in the field of special studies on 
individual topics, and seldom has there been a work of systematic 
analysis and keen interpretation. Now comes Dr. Michael's book, 
which, despite the limitation of its material, is fresh and stimulating, 
and which, with fewer facts, offers a complete picture of the development 
of the early Manchu dynasty. Methodologically, he closely follows 
both Owen Lattimore and K. A. Wittfogel. The inherent interactions 
of the social, economic and political developments are carefully analyzed 
and interpreted in his presentation, revealing the dynamic factors in the 
rise of the Manchu dynasty. These Dr. Michael advances as being, 
first, the excellent preparation of the Manchus before their penetration 
into China Proper, and secondly, the Manchu’s acceptance of the Chinese 
political ideology as the basic principle for administration. 

The Manchus, descendants of the Ju-chen who ruled North China 
from 1156-1234, migrated from Kirin to Liaoning where they estab- 
lished a base. This base, according to Dr. Michael, was favorable to 
their rise as it was adjacent to the highly developed agricultural region 
of the Chinese pale, and their means of subsistence may consequently 
have been improved. Again, due 'to their acquisition of this base, they 
were able to build a banner organization on the model of the Ming 
bureaucratic system—the wei—thus making possible the change to a 
bureaucratic form of government. The clan power gradually declined, 
while the monarchial power increased: the entire political mechanism 
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was changing towards the stage of Chinese bureaucracy. And here 
Dr. Michael objects to the use of the term “assimilation” which is com 
monly applied to such a process of change. He points out that, politic 
ally, the theory of assimilation is misleading. Before conquest, there 
must have been a process of change as prerequisite to the opportunity 
for the conquest of China. This holds true not only for the success 
of the Manchus but also for that of the T’o-pa, the Ch’i-tan, the Ju-chen 
the Mongols and other marginal states. This, according to Dr. Michael, 
does not mean that the Manchus became completely absorbed by the 
Chinese. He emphasizes that even after the conquest of China, they 
still maintained a political social and cultural position of their own 
This claim is confirmed by other modern studies. 

On the side of China, the Ming empire was decaying. Political cor 
ruption and economic bankruptcy together with great famines caused 
social unrest. The farmers who suffered most became the most discon 
tented elements, supporting the rebels. Among the rebels was the most 
notorious Li Tzu-ch’eng who rose to a position where he was able to 
decide the fate of the Ming empire. He did upset the Ming rule but 
failed to set up a new dynasty. Curiously enough, the opportunity fell 
to the “barbarian” Manchus. Why? Dr. Michael explains further 
the acceptance or rejection of the traditional Chinese political ideology 
was the crucial factor determining success or failure between the two 
competitors—the Manchus and Li Tzu-ch’eng. 

Taken as a whole, this book is a sound piece of work. It provides a 
starting point for further approaches to the study of early Manchu 
history. In the reviewer's hope, Dr. Michael with his scientific meth 
odology would contribute more, both quantitatively and qualitatively, ii 
he made fuller use of the available original sources and the Chinese 
and Japanese monographs on the early Manchu period. 


FENG CHIA-SHENG 
Columbia University, July 1942 


Far Eastern War, 1937-1941. By Harold S. Quigley. Boston 
World Peace Foundation. 1942. pp. 369. $2.50. 


F. EASTERN War begins with Lukouchiao and ends with 
Pearl Harbor. It essays to examine the circumstances bearing upon 
the outbreak of a conflict for which historians will find a title more im 
pressive than ‘Incident,’ to provide a concise account of hostilities, to 
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describe political and economic repercussions in China, Japan and 
Western states, and to analyze the policies and trace the diplomatic, 
economic and strategic maneuvers of the major powers in relation to the 
war and to Japan’s program for a New Order in Eastern Asia and 
Oceania.” (Preface, p. vii) The task thus set for himself by Professor 
Quigley has been, on the whole, admirably executed. While disclaim 
ing definitiveness for his study he succeeds in his attempt “to deal ob 
jectively with available materials” (ibid.) so far as that is possible 
under existing circumstances. 

The first four chapters of Far Eastern War are designed to set the 
stage for consideration of the war itself. The first deals with internal 
conditions in China before 1937. Here the author concludes with the 
interesting observation that “Only in the communist-controlled por- 
tions of northwest China were public policies of a fundamental char- 
acter, grounded in respect for the dignity of human beings, adopted. 
In the rest of the country reform measures were scattered, halt 
hearted and of slight effect.” (p. 16) The second chapter reviews the 
domestic situation in Japan, primarily from the standpoint of indus 
trialism and militarism. The following two introductory chapters 
consider “China’s International Position’’ and the “Major Issues In 
Controversy.” The definitions of the issues, in the opinion of the 
reviewer, are put too largely in terms of verbal formulations, 
such as “communism,” “opposition to Western influence,” “coopera 
tion” between China and Japan, et cetera, and not sufficiently in terms 
of the actual development of Japanese policy in the years between 
1934-1937. 

Chapters five to eleven, inclusive, are concerned with the Far 
Eastern war itself and its effects on the participants and on foreign 
rights in China. The last four chapters examine the reactions of the 
United States, Britain and the Soviet Union, culminating in the 
formation of a “United Front in the Pacific.” In the “epilogue” Profes- 
sor Quigley presents briefly his own answers to some of the questions 
which his study and the war itself have raised. In the opinion of the 
reviewer, it would have served to illuminate the detailed exposition 
€ the epilogue had been presented as a prologue to help establish for 
the general reader a frame of reference for consideration of the develop- 
ments which are carefully and objectively presented by the author. 
Added utility is given to a valuable study by the inciusion of eleven 
appendices of documentary materials and a bibliography. 


Haroip M. VINACKE 
July 1942 
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Vitvtace 1N Aucust. By T’ten Chun. Introduction by Edgar 
Snow. New York: Smith and Durell, Inc. 1942. pp. 313. $2.50. 


V ILLAGE IN AuGusT is a straight-forward account of the 
common Chinese soldier of the Peoples’ Revolutionary Army in the 
bloody days following the Japanese occupation of Manchuria. Its 
translation into English will bring a revelation of the spirit of China’s 
struggle to Western readers. For it drives home, with sharpness, the 
why and how of Chinese resistance, unwearied in the face of cold and 
hunger, torture and death. Even more important, it out-does a score 
of textbooks in making clear two facts often lost sight of in the fighting 
in China—first, that the Chinese struggle is a people’s struggle, that it 
was the people’s will, its demand, that compelled the authorities to 
face up to the aggressor in the “China Incident,’ now merged with 
the world-wide clash of arms and ideologies; and, secondly, that the 
struggle is as much against the enemy within the gates as against 
those without, that “brood of bastards,” as the leader of the Peoples’ 
Army calls them, “. . . the warlords, the official classes, the scum of 
every bailiwick, the venal office-holders and their gate-keepers . . . those 
turtles who have sold us all to the Japanese.” 

The story itself is slight. It lacks intricacy of plot and tightness 
of construction. But that is unimportant. The author is concerned 
only with his characters in their revolt against slavery and oppression 
It’s these hard-bitten farmers, turned revolutionary soldiers, who knit 
the story and give it both its worth and its theme. In them, their 
ignorance and prejudice, their disputes and lack of discipline, but 
heroic devotion to their cause, is the whole story of China’s awakening 
Though complex human beings, among themselves they have but one 
standard—those who support the revolution and those who do not. 
There are the Sun brothers, who argue about joining the Peoples’ 
Army; one sees the need for resisting Japan, the other can see no 
further than a wife and his daily bread. Here in simplest terms are 
the awakened and the inert masses of China. There is Little Red 
Face, who dreams of smoking his pipe in peace, but resigns himself 
at last to the belief that peace will come neither very easily nor very 
soon. And Anna, who pitifully rejects her lover; she wants his loving 
arms, but the freedom of her people, too. “Slaves,” she tells him in 
a song he doesn’t understand, “have no way to love, no way to be free." 
There is Seventh Sister Li, who is a woman with no thought for the 
Revolution until the Japanese drive her to the Peoples’ Army, dressed 
in the uniform of her dead beloved. There is the little army's able 
leader, Ch’en Chu, who with Iron Eagle sets a model for China's new 
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leadership, sharing both the bitter and the sweet with the common 
soldier. 

It's the vivid portrayal of these people, their obvious authenticity— 
Tien Chiin was one of them himself—that makes the book, slim as it 
. so sharp a revelation of China’s struggle. T’ien Chiin writes with 
Jincerity, and his art is his ability to make these people live and breathe. 

Village in August is a “people’s” book. It was written of the 
people, for the people, and by one of them and in their language, the 
‘ommon “pai-hua.” In China it has had tremendous popularity, 
particularly among soldiers and students and has achieved both his 
torical and social significance. As Edgar Snow points out in his 
‘ntroduction, the book itself has helped kindle China’s spirit of revolt, 
hastening the country’s political unification. 

\nyone acquainted with China knows it is impossible to capture 
the richness of colloquial Chinese in a foreign tongue. Still, the trans- 
lator had done a first-rate job. He has been particularly wise in putting 
the book completely into the English idiom, piercing that illusion 
hetween East and West which makes the one think the other a species 
apart. These simple, freedom-loving farmers are the same men who 
lined the green at Lexington when they sing: 

There is no success without suffering, 
No escape from slavery 
Without the shedding of blood 
If only there is no end to your endurance, 
No end to your struggles, 
Oh, cold and hungry brothers... . 
‘hey sing not only to themselves and China, but to all men everywhere. 


PRESTON SCHOYER 
July 1942 


Inpta Topay. Compiled by W. E. Duffett, A. R. Hicks and 
G. R. Parkin. Toronto: Canadian Institute of International 
Affairs. 1941. pp. 110. 75 cents. Revised edition. New York: 
John Day. 1942. pp. 173. $1.75. 


is authors of Jndia Today present their volume as an 
tlementary introduction to only one of India’s many problems” and 
to help “anyone who wishes to take the first step in familiarizing him- 
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self with the political situation in India today.” The book succeeds i 
accomplishing these aims and more. It provides a readable and carefy}; 
done introduction to the many in Canada and the United States wh 
are first beginning to realize the importance of India. To those wh, 
though more conversant with the subject, have been unable in they 
pressing times to keep abreast of recent developments, /ndia Today w3} 
come as a welcome review and summary of recent events. 

The rigorous criteria applied to scholarly works do not apply to th; 
booklet. The authors themselves would probably be the first to adm: 
that it contains little original research, that it could profit by more e 
tensive documentation, and that it often omits significant detail. Meas 
ured against its professed aims, however, the book passes well the tex 
given by history itself. It sheds light on and helps to explain the high); 
important events which have taken place since its publication at the 
end of 1941. Thus, the authors clearly foreshadow the complexities 
and difficulties which would face any negotiators, such as the Hindu 
Moslem rivalry, the past history of disillusioning clashes between the 
British authorities and Indian nationalists, and the uncompromising 
attitude of many Indian leaders. The book points out that for years 
control of defense has been a bone of contention between Congress an¢ 
the British, and also stresses the repeated unwillingness of Indian 
nationalist leaders to accept anything less than self-determination 
Enough is said about the foreign policy of Congress and its constant 
support of nations fighting aggression to enable the reader to under 
stand the difference between the aims and actions of the Indian national 
ists and those of the chauvinistic Japanese-sponsored Burmese “national- 
ists” who are today assisting the Japanese in the battle in Burma. 

While the authors seem to belong to the school of thought which 
favors the Indian nationalist position and which looks to Congress as 
the most representative body of Indian nationalism, they repeated): 
bend over backwards to be fair to the British and to the non-Congress 
groups in India. Thus, for example, discussing the Congress attitué 
on minorities, “As with most Congress pronouncements, the measures 
proposed for the protection of minorities appear rather vague.” Again 


commenting on the impression among Indian nationalists that the 
British act only in response to continual pressure, the authors writ 
“An unfortunate consequence of this attitude of many Indian nationalists 
is a refusal to place any faith in British sincerity or to make any effort 
to appreciate British difficulties in India.” 

Messrs. Duffett, Hicks and Parkin may justly feel that by the publica 
tion of /ndia Today they are helping to achieve a more intelligent under 
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standing of the Indian question among Canadians and Americans and 
thereby helping in the search for the much desired solution. 


IRVING S. FRIEDMAN 
Washington, D. C., April 1942 


ince the above review was written, the Canadian Institute 

booklet has been published in the United States in a revised and en- 
larged edition. A section has been added to cover the recent sequence 
of events from the release of Nehru and other political prisoners on 
December 3, 1941 just before Pearl Harbor, to the Cripps mission of 
March 1942 and its failure. The authors retain their earlier approach 
of indicating the various conflicting attitudes by suitable quotations and 
studiously refrain from passing judgment or drawing conclusions. 

This presentation will be helpful to readers seeking a succinct account 
of recent political developments, but it may not satisfy those who feel 
that the urgency of the situation requires an analysis leading to some 
conclusion even if it means speaking out boldly. Indeed, the authors 
are not always able to keep within their self-imposed limits of avoiding 
criticism altogether. For example, as Canadians they note (p. 155) 
that even in Canada the concept of dominion status may “be already 
losing its power as a creative force . . . Possibly Indian leaders, re 
flecting on such matters and also on the history of British foreign 
policy and Commonwealth relations over the last decade, may have 
felt that there was perhaps some evidence for the view that ‘dominion 
status’ tended to provide the form rather than the full substance of in- 
dependence.” 

A further weakness in the final section of the book is that the Indian 
problem is posed insufficiently in terms of the War ard the task of 
winning the colonial peoples to the side of the United Nations. The 
swift fall of British Malaya, native passivity and even “collaboration” 
in Burma, are relevent, indeed inescapable, points of reference in any 
discussion of India “today.” After all, the Burmese were subjects of 
British India until as late as 1937. They offer a political lesson that 
must be learnt. The crux of the Indian situation today is that the 
United Nations can only hope to defend the country through a govern- 
ment and army capable of arousing the support of the Indian people. 
If the authors had ventured beyond their self-denying role of recorders, 
cogency would have been added to their timely and liberal exposition 

M. G. 
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SPIRITUAL REVOLUTION IN THE East. By Walter Freytag. Trans. 
lated by L. M. Stalker. Foreword by Dr. William Paton. Mission. 
ary Research Series, No. 1. London: Lutterworth Press. 194 
pp. 264. 9s. 6d. 


catia has been heard of one of the casualties of the war in 
the Pacific, the German mission in British and Netherlands dependencies 
Apart from its evangelical and humanitarian aspects, its work has c 
tributed much to international scholarship, even in recent times oj 
specialization. Every anthropologist of standing will acknowledge, fo: 
example, the value of studies made by German missionaries in Sumatra 
in Nias, in New Guinea, and in other parts of Indonesia. (Incidentall, 
the internment of the German missionaries in the Batak country of 
Sumatra has been the occasion, in August 1941, of the emergence oj 
an independent Batak Church; and elsewhere, too, while other Furo 
peans have assumed some of the responsibilities of German missionaries 
the net effect has been a long forward step toward the autonomy of 
indigenous Churches. ) 
One of the literary curiosities arising from this situation is the pub 
lication, in an excellent English translation, of a work whch is regarded 
in German Protestant circles as the most important book of its kind 


produced in recent years. The well-known editor of the /nternational 
Review of Missions, who introduces the translation, with some reserva 
tions shares that view and rightly claims a little credit for the liberalism 
of the English publishers who are making it available in the midst of 


war. 

Whatever the value of this book may be as a contribution to theology 
or to the discussion of mission policy, the present writer has found in 
it a most stimulating corrective to superficial thinking about the nature 
of social change in the East. This is true, more especially, of the analysis 
of the effects of Western impacts on Indonesia. Concerning India and 
China, which are also dealt with at length, we have a much larger 
and more penetrating literature. 

The author shows how impossible it was to keep the old village com 
munity intact once the essential controls were removed from the head 
man and even the hereditary ruler had become a mere symbol of 
vanished authority. Once the roads had been hewn through the jungle. 
once a large part of the economy had been hinged to world markets 
and large numbers had been drawn into employment in foreign-man- 
aged enterprises, no amount of effort could keep really alive the old 
adat. Even a school system deliberately designed to protect people fron 
disturbing knowledge could not prevent the loosening of the old ties 
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» escape of youth from the domination of tradition, or even an ex 
ive individualization of motives and behavior. 
Nowhere has the reviewer seen a more thorough inquiry into the 
- of Indonesia’s various nationalist movements or into their con- 
gence. Dr. Freytag recognizes the many seeming unrealities and 
congruities that have entered into these movements; and some of 
is explanations may be acceptable more as suggestions than as proof. 
ut he has managed to sketch within a relatively brief compass how, 
spite of all the barriers erected to prevent just this from happening, 
many strains of belief and hope, of ancient wisdom and of modern 
rest, are coalescing into what is more and more becoming a political 
ree 
One need not follow the author into the conclusions which are partly 
herent in his approach to the question and which necessarily harmo 
ie with the evangelical purpose of his career, to be grateful to him for 
aking clear one fact which many writers on culture contact seem to 
» ignoring: out of social changes there arise not only social trends 
d movements but also new types of personality. The Indonesian who 
s hecome our partner in the present war is not an “Oriental” with a 
entality (as some writers continue to assert) wholly unapproachable 
yan “Occidental”; he is not “fully westernized” nor an unstable 
roduct of partial westernization. Rather he is, like the rest of us, if 
eis above middle age, a man who has experienced revolutionary 
hanges in his social environment, unhappy when fettered to the past, 
little confused when free, and believing with great ‘earnestness that it 
possible to find again that sustaining unity between the religious and 
he secular sphere of life which gave meaning to the traditions of his 
ncestors, now for ever destroyed. 
BRUNO LASKER 
New York, April 1942 


AusTRALIAN Native Poricy. By E.J.8. Foxcroft. Melbourne: 
Melbourne University Press. 1942. pp. 168. 10s. 


Pieces brief work is an important introduction to a vast 
nd untouched field. True, the unfortunate Australian aborigines have 
een dealt with at some length by the anthropologists—there are the 
tandard works of Spenser and Gillen, Elkin and Bates—but no definitive 
tk of a historical or political character has yet appeared. 
lt is part of Foxcroft’s thesis that official British policy was well 
lisposed towards the Australian aborigines. He cites as evidence the 
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comparatively large sums of money spent in a scientificall, 
attempt to change their way of life. At the same time, howe 
does hint at a more material trend within this policy “to look ypop ; 
natives as a supply of labour.” The latter-day humanitarian 
knowledge of the quaint phraseology of the 19th century, will he . 
to read Lord John Russell's “We never yet performed the sacred 
of making any systematic or considerable attempt to impart 
former occupiers of New South Wales, the blessings of 
or the advantages of civilized life.” When it is learned that th 
inal population was reduced from about 300,000 at the time of th, 
settlement to today’s 50,000, it is as well that only some of th 
vantages of civilized life’ were imparted. 

The whole sorry subject has been summarized by one of Austral 

leading anthropologists, W. FE. H. Stanner. “Australian native p, 
a curious mixture of high intention and laudible objectives; al; 
believably mean finance; an incredibly bad local administration 
obstinate concentration on lines of policy which 150 years of ex; 
have made suspect.” 

With several minor points in Foxcroft’s book there can be ¢ 
ment. Thus, he states that there have never been wholesal 
murders of natives. But the House of Commons Committee rep 
1834, 1836 and 1837 (which he does not appear to have used t 
extent) reveal clearly that massacre was the order of the day for tly 
first sixty years of the settlement. 

Foxcroft urges that the methods of modern anthropology sh 
be applied to the problem of the aborigines. Any work along these lin 
would be predicated upon complete segregation, but the shape of th 
in the Southwest Pacific seems to have ruled this out. 

Howarp Da) 

Washington, D.C., Jul 

AMERICA’S STRATEGY IN Wortp Potitics. By Nichol 
Spykman. Institute of International Studies, Yale 
New York: Harcourt, Brace and Company. 1942. pp 


—_— Spykman’s much-discussed book is important les 


because it is a rabid application of Geopolitik to America 
cause it appears at a time when the debate about the postwar wor! 
already opening. It has been variously hailed as a coolly realist! 
praisal of America’s position in world politics and condemned 
fascist diplomatic blueprint for an “American Century.” In fact, th 
bulk of its five hundred large pages consists of an extensive tf 1 
survey of America’s international relations in terms of elementary ¢ 
raphy. The conclusion of it all is a vision of the future essential 
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L. that of the recent past. “Basically, the new order will not differ 
om the old, and international society will continue to operate with the 


1  @®... fundamental power patterns. It will be a world of power politics 
e which the interests of the United States will continue to demand the 
servation of a balance in Europe and Asia” (p. 461). Where others 
bye spoken of charters and freedoms, Professor Spykman clings fast 
the principal of balance of power. Stripped of the conceptual para- 
enalia derived from Haushofer et al., the author's fundamental ap- 
the ahorn,jmmoach goes back to Machiavelli. Indeed, some of his obiter dicta (e.g., 
of the c. fthe ally of today is the enemy of tomorrow.”) might be right out of 
ie Prince. Only the arena is now global. 
he prescription offered is curiously familiar. After victory is won, 
\ustraliggmmerica’s policy in the Pacific must be “to protect” Japan as a military 
e policy wer because China is “going to.be a threat . . . to the position of the 
almost ymestern Powers in the Asiatic Mediterranean” (p. 469). In Europe, 
ion and aqlghe greatest difficulty will be that of balancing Germany and Russia.” 
experiencgimmy European federation would “weaken” the United States. “If the 
pace objective of the United States is the creation of a united Europe, 
 disagreedmme is fighting on the wrong side. All-out aid to Mr. Hitler would be 


sale mame quickest way to achieve an integrated transatlantic zone” (p. 466). 
reports ie United States is solemnly warned that after the war, unless she 
sed to anylkontinues the struggle until she has defeated not only her enemies but 


ay for thar former allies [7.e., Britain, China, Russia, Mexico, etc.], the postwar 
riod will begin with an international society composed of numerous 
hould nowfiiMdependent states” (p. 461). 
these lines \s all this is offered in the name of realism, it would be idle to con- 
of the warfiiiont Professor Spykman with “idealist” arguments. The only practi- 
‘riterion is—will it work. Happily, the author himself has demon- 
Dani ted why the balance of power principle has worked so disastrously 
July, | JM che past. In writing of Britain's experience as the previous manipu- 
tor of the balance of power, he admits that “unfortunately .. . the 
alas J lance gets upset .. . Dynamic forces are always shifting the relative 
mice ‘gength of states . . . Eventually the balance has to be preserved by 
00. S37 ar” (p. 104-105). Thus, what Professor Spykman’s prescription for 
merica amounts to is permanent war. 
Now, to write this way in the middle of the Second World War is to 
ake two assumptions: first, that the American people will go on fight- 
g to implement a hoary diplomacy which leads to periodic world 
evs; secondly, that the other United’ Nations, the British, the 


ned : 
' ese, the Russian peoples are prepared to bleed in order that the 
Tact, tne 8 . ° ’ 

ted States might control the balance of power. Whether these be 
die alistic assumptions, only the future will tell. But, as for the critical 


sent, it is surely most unrealistic to undermine the alliance of the 
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United Nations in advance, before common victory is won 

Professor Spykman’s reply would probably be that, regardless oj 
immediate political effect, his book is a scientific and objective g 
of what is and not of what ought to be. The question of its scie: 
value is therefore of more than academic interest. The author ary; 
at his egregious conclusions by operating with two concepts. The 
premise is about the nature of power: “the search for power is not 
for the achievement of moral values; moral values are used to {ae 
the attainment of power” (p. 18). The second premise is that “geog 
phy is the most fundamental factor in the foreign policy oj m 
because it is the most permanent” (p. 41). From these two co 
there follows a picture of a world of conflicting power-units, , 
policies undifferentiated except for the “permanent” factor of geogr, 
—location, size, shape, etc. The author's only political dimens; ! 
space. His “global picture” is based upon a preoccupation with » 
that is almost fetishistic. Thus, his book presents a map to illustrat; 
“encirclement” of the Old World by the New and another to illus 
the “encirclement” of the New World by the Old! Further guide 
world politics provided by the author are maps devised on “an azimut 
equidistant projection centered on St. Louis,” and a “Bi-polar, Obj; 
Conic, Conformal Projection.” This pursuit of the optical provide 
clue to the geopolitician’s myopia. 

For example, Spykman insists (p. 470) that it is “illogical” for 
United States to support Britain in relation to continental Europe 
oppose Japan in continental Asia. “The present inconsistency 
American politics will have to be removed.’ Spykman treats Engl 
and Japan as counterparts because of their geographical similarit 
By looking at maps, one can see that Japan is an island but not ¢ 
it is a fascist-militarist state which must continuously hope to div 
from internal crisis by external expansion. The “illogic” and “inc 
sistency” which Spykman observes are purely visual and superic 

Again, cartographers do not record the profound social and histor 
differences between imperial Japan and semi-feudal China. They 
not simply two power-units oi different sizes. The pro-Chinese ori 
tation of the American people, which alarms the author (p. 46), 
not merely accidental. Only by rejecting non-geographical consid 
tions is it possible for Professor Spykman to publish in 1942 a b 
about America in world politics which has little or nothing to say 4 
democracy, fascism, freedom, the Atlantic Charter, the peoples 
imperialism, the Good Neighbor policy, ete. Such ideas, even if m 
tioned, form no part of his analysis. 

Lastly, Professor Spykman’s notion of political dynamics is deter 
istic. He does not ask how men might create a better world order 
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of the war. He does not even attempt to explain why power-politics 
prevail, but assumes they must. What has been, will be and what 
ought to be is confused with what is. Occasionally, he lapses into im- 
peratives and hortatory statements which are not reconciled with the 
language of scientific exegesis that he maintains even in his concluding 


chapter. 

Such a methodology cannot lead to scientific conclusions about world 
politics because it does not deal with the real world. World affairs 
have to do with particular societies which are historically-evolved 
formations with specific economic, social and cultural contents. Pro- 
fessor Spykman’s simple equations deal with equivalents which are 
merely spatial. In its current applications, geopolitics is fast becoming 
4 fashionable but dangerous over-simplification which, for example, 
ignores such political forces as the aspirations of the common man for 
4 new international deal. It may be that such forces will prove more 
powerful than the soi-disant realism of unblushing neo-Machiavellism 
calculates. 

MICHAEL GREENBERG 


New York, July 1942 
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(Continued from page 260) 


Far Eastern Trade of the United States. By Ethel B. Dietrich. 1940. pp. 
xii + 116. $1.00. 

The Chinese Army: Its Organization and Military Efficiency. By Major 
Evans F. Carlson, United States Marine Corps, Recently resigned. 1940. 
pp. ix + 139, $1.00. 

British Relations with China: 1931-1939, By Irving S. Friedman. 1940. 
pp. xv + 255. $2.00. 

Japan’s Emergence as a Modern State. By E. H. Norman. 1940. pp. xvi 
254. $2.00. 

The Problem of Japanese Trade Expansion in the Post-War Situation. 
By Miriam S. Farley. 1940. pp. xii + 93. $1.00. 

New Zealand's Interests and Policies in the Far East. By lan F. G. Milner. 
1940. pp. xii + 131. $1.00. : 

German Interests and Policies in the Far East. By Kurt Bloch. 1940. pp. 
xiv + 75. $1.00. 

Australia’s Interests and Policies in the Far East. By Jack Shepherd. 1940. 
pp. xiv + 212. $2.00. 

Japanese Industry: Its Recent Development and Present Condition. By 
G.C. Allen. 1940. pp. xiii + 124. $1.00. 
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Modern Burma. By John L. Christian. With a preface by W. L. Holland 
Issued under the auspices of the International Secretariat, IPR. Berkeley 
and Los Angeles: University of California Press. 1942. pp. v + 381 pp. $3.00. 

America in the New Pacific. By George E. Taylor. Issued under the 
auspices of the American Council, IPR. New York: The Macmillan Com- 
pany. 1942. pp. 159. $1.75. 

A Japanese View of Outer Mongolia. Being a condensed translation of 
The Outer Mongolian People’s Republic, by Yasuo Misshima and Tomio 
Goto. Translated and summarized from the Japanese by Andrew J. Grajdan- 
zev. New York: International Secretariat, IPR. 1942. pp. 66 (mimeographed), 
50¢. 

British Rule in Eastern Asia. By Lennox A. Mills. Issued under the aus- 
pices of the International Secretariat, IPR. London: Oxford University 
Press, and Minneapolis: University of Minnesota Press. 1942. pp. viii + 58], 
25s. and $5.00. 

The Structure of Netherlands Indian Economy. By J. H. Boeke. Inter- 
national Secretariat, IPR. 1942. pp. x + 201. $2.50. 

Foreign Capital in Southeast Asia. By Helmut G. Callis. International 
Secretariat, IPR. 1942. pp. 120. $1.25. 

The Making of Modern New Guinea. By Stephen W. Reed. International 
Secretariat, IPR. 1942. About pp. 350. $3.50. (in press) 

Air Transport in the Pacific. By Sidney B. Smith. International Secre- 
tariat, IPR. 1942. pp. 115 (mimeographed). $1.00. 

Aspects of Japanese Agriculture. By Shiroshi Nasu. International Secre- 
tariat, IPR. 1942. pp. 168 (mimeographed). $1.50. 

Statistics of Japanese Agriculture: With Introductory Notes. Compiled 
by Andrew J. Grajdanzev. International Secretariat, IPR. 1942. pp. 115 
(mimeographed). 50¢. 

Social and Industrial Problems of Shanghai. By Eleanor M. Hinder. 
International Secretariat, IPR. 1942. pp. 74 (mimeographed). 50¢. 

An Atlas of lar Eastern Politics. By G. F. Hudson and Marthe Rajchman. 
Enlarged edition with Supplement for 1938-1941 by George E. Taylor, with 
additional maps by Marthe Rajchman. Issued under the auspices of the In- 
ternational Secretariat, IPR. New York: John Day. 1942. pp. 207. $2.50. 


PAMPHLETS 


Asia's Captive Colonies. By Philip E. Lilienthal and John H. Oakie. 1942. 


48 pp. 10¢. 
Meet the Ansacs. By William L. Holland and Philip E. Lilienthal. 1942. 


48 pp. 10¢. 
Our Far Eastern Record, Vol. I. Edited by W. W. Lockwood. American 


Council, IPR. 1940. pp. 47. 25¢. 

Our Far Eastern Record, Vol. II [1940-1942]. Edited by Fawn Brodie. 
New York: American Council, IPR. 1942. pp. 60. 15¢. 

Know Your Enemy—Japan. By Anthony Jenkinson. New York: American 
Council, IPR. 1942. pp. 24. 3¢. 

China—America’s Ally. By Robert W. Barnett. New York: American 
Council, IPR. 1942. pp. 48. 15¢. 
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